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v i t i e s ,  t h e  1972 Committee on E n v i ro n m e n ta l  E f f e c t s  o f  O r g a n i z a t i o n  
B e h a v io r  o f  t h e  Amer ican  A c c o u n t in g  A s s o c i a t i o n  recommended t h a t  
t h e  a c c o u n t a n t s  s h o u ld  n o t  a t t e m p t  t o  m easu re  and r e p o r t  the  t o t a l  
s o c i a l  c o s t s  o f  damage t o  t h e  env i ro n m en t  r e s u l t i n g  from o r g a n i ­
z a t i o n a l  b e h a v i o r .  The Committee c i t e d  s e v e r a l  r e a s o n s  t o  s u p p o r t  
t h e  above recom mendat ion .
The m a jo r  p r o p o s a l  o f  t h i s  s t u d y  ru n s  c o u n t e r  t o  t h e  
C o m m i t t e e ' s  recom m endat ion .  I t  p r o p o s e s  t h a t  im media te  a t t e n t i o n  
from th e  a c c o u n t i n g  p r o f e s s i o n  i s  n e c e s s a r y  t o  a c c o u n t  f o r  and 
r e p o r t  on t h e  s o c i a l  a c t i v i t i e s  o f  t h e  c o r p o r a t e  e n t e r p r i s e  i n  i t s  
t r a d i t i o n a l  r e p o r t i n g  m ode l .  T h i s  p r o p o s a l  i s  b a s ed  on t h e  c o n ­
c l u s i o n  o f  t h e  p r im a r y  o b j e c t i v e  o f  t h i s  s t u d y  t h a t  (1)  c o r p o r a t e  
r e s o u r c e s  com m it ted  t o  s o c i a l  a c t i v i t i e s  can  be measured  i n  mone­
t a r y  te rm s  b a s e d  on t h e  i n p u t  c o s t  me thodology p ro p o sed  i n  t h i s  
s t u d y ;  (2)  t h e  r e s u l t i n g  c o s t s  o f  t h e s e  s o c i a l  programs can  be 
a c c o u n ted  f o r  and r e p o r t e d  on b as ed  on e x i s t i n g  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p l e s ;  (3)  t h e  c o s t  a l l o c a t i o n  p rob lem be tween  th e  
r e g u l a r  o p e r a t i o n  o f  th e  company and u n d e r t a k i n g  t h e s e  s o c i a l  a c t i ­
v i t i e s  i s  n o t  new f o r  t h e  a c c o u n t a n t s .  However,  e x p e r i m e n t a t i o n  i s
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needed  t o  a r r i v e  a t  t h e  most  r e a s o n a b l e  c o s t  a l l o c a t i o n  me thodology 
t o  i n s u r e  t h e  r e l i a b i l i t y  o f  t h e  a c c o u n t i n g  f i g u r e s ;  and (4) th e  
a t t e s t  f u n c t i o n  o f  t h e  a c c o u n t a n t  i s  n o t  j e o p a r d i z e d  o r  r e n d e r e d  
u n n e c e s s a r i l y  d i f f i c u l t .  However, t h e  a c c o u n t a n t  has  t o  r e l y ,  
t o  a g r e a t e r  e x t e n t ,  on t h e  o p i n i o n s  o f  e x p e r t s  from o t h e r  d i s c i p ­
l i n e s .  Of c o u r s e ,  t h i s  r e l i a n c e  i s  n o t  new in  t h e  a c c o u n t i n g  
p r o f e s s i o n .  A c t u a r i a l  c o n s i d e r a t i o n s  i n  p e n s io n  p l a n s  a r e  a c c e p te d  
by t h e  a c c o u n t a n t  w i t h  heavy r e l i a n c e  on th e  o p i n i o n  o f  t h e  i n d e ­
p en d en t  a c t u a r i e s .  The o p i n i o n  o f  t h e  l e g a l  c o u n s e l  as  t o  t h e  
s t a t u s  a n d / o r  e x i s t e n c e  o f  c o n t i n g e n t  l i a b i l i t i e s  i s  l i k e w i s e  
r e l i e d  upon by th e  a c c o u n t a n t s .
For  i n t e r n a l  r e p o r t i n g ,  t h e  s tu d y  c o n c l u d e s  t h a t  b o th  
q u a n t i t a t i v e  and q u a l i t a t i v e  d a t a  may be p ro v id e d  f o r  i n t e r n a l  
d e c i s i o n  m a ke r s .  However,  th e  r e q u i r e m e n t s  f o r  q u a l i t a t i v e  d a t a  may 
n o t  be c r i t i c a l  a t  t h i s  p o i n t .  Companies which responded  t o  t h e  
p e r v a s i v e  s o c i a l  p rob lem s  a r e  more conce rned  w i t h  how much in  
d o l l a r  t e r m s ,  and from an i n p u t  c o s t  s t a n d p o i n t ,  such  s o c i a l  r e s p o n ­
s i v e n e s s  i s  c o s t i n g  th e  company.
The s t u d y  a l s o  c o n c l u d e s  t h a t  g iv e n  th e  s t a t e  o f  th e  a r t ,  
t h e  c o n c e p t  o f  s o c i a l  a u d i t i n g  may n o t  be o p e r a t i o n a l  i n  t h e  f o r e ­
s e e a b l e  f u t u r e .  N e v e r t h e l e s s ,  i f  such  co n ce p t  i s  r e n d e re d  o p e r a ­
t i o n a l  the  s o c i a l  a u d i t  r e p o r t  might  be c o n s i d e r e d  as a s p e c i a l  
r e p o r t  to  supp lem ent  t h e  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  models  of  
th e  a c c o u n t a n t .  C o n s e q u e n t ly ,  t h e  p r im a ry  media fo r  r e p o r t i n g  the  
s o c i a l  a c t i v i t i e s  o f  t h e  c o r p o r a t i o n  a r e  s t i l l  t h e  t r a d i t i o n a l  
r e p o r t i n g ,  models  of  Lhe a c c o u n t i n g  p r o f e s s i o n .
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As s e c o n d a ry  o b j e c t i v e s  o f  t h e  s t u d y ,  t h e  c o n c e p t  o f  
c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  and t h e  r e l a t e d  i s s u e s  o f  t h e  
q u a l i t y  o f  l i f e  have been  d i s c u s s e d .  L i k e w i s e ,  t h e  economic 
a s p e c t s  o f  t h e  c o n c e p t  was e x p l o r e d .  As a r e s u l t ,  an o p e r a t i o n a l  
d e f i n i t i o n  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  a s  w e l l  a s  a d e f i n i t i o n  
o f  t h e  q u a l i t y  o f  l i f e  h a s  been  f o r m u l a t e d .  S o c i a l  and economic 
r a t i o n a l e  f o r  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  has  been  o u t l i n e d  
f o r  b o t h  t h e  c o r p o r a t i o n  and i t s  m a n ag e r s .
F i n a l l y ,  t h e  s o c i a l  r e s p o n s i b i l i t y  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n  has  been  d i s c u s s e d .  A d e f i n i t i o n  o f  t h e  a c c o u n t a n t ' s  
s o c i a l  r e s p o n s i b i l i t y  has  been  o f f e r e d ,  and a s o c i a l  p r o f i l e  f o r  
b o t h  t h e  a c c o u n t a n t  and th e  a c c o u n t i n g  p r o f e s s i o n  has been  formu­
l a t e d .  To make t h e  a c c o u n t i n g  p r o f e s s i o n  r e s p o n s i v e  t o  t h e  needs  
o f  s o c i e t y ,  a f o u n d a t i o n  f o r  a co n te m p o ra ry  a c c o u n t i n g  t h e o r y  has  
been p r e s e n t e d .
PART I
THE CORPORATE ENVIRONMENT
The p r e s s u r e  fo r  expanded r e s p o n s i b i 1i t v  and invo lvem en t  t h a t
i s  b e in g  f e l t  by the  a c c o u n t i n g  p r o f e s s i o n  i s  bu t  a s m a l l  p a r t  o f  the
t o t a l  s o c i a l  change  t h a t  p e rv a d e s  our  s o c i e t v  t o d a y .  Much of  t h i s  
t. I amor fo r  change  has been d i r e c t e d  towards  a ma jor  s o c i a l  i n s t i t u t i o n  
- -  t h e  c o r p o r a t i o n .
In  our  f r e e  e n t e r p r i s e  s y s t e m ,  th e  c o r p o r a t i o n  becomes a p a r t
of  t h e  eve rv d a v  l i f e  of  a l l  segments  o f  s o c i e t y  where enormous w e a l t h ,
power,  and i n t e l l i g e n c e  a r e  c o n c e n t r a t e d .  From s o c i e t y ' s  p o i n t  o f  v iew, 
the  c o r p o r a t i o n  has been i r r e s p o n s i b l e  in u s i n g  t h e s e  r e s o u r c e s  to  such  
an e x t e n t  t h a t  t h e  verv  e x i s t e n c e  of  s o c i e t y  i t s e l f  i s  e n d a n g e re d .  
C o n s e q u e n t ly ,  s o c i e t v  demands from t h e  c o r p o r a t i o n  a c e r t a i n  d e g re e  of  
r e s p o n s i b i l i t y  in u t i l i z i n g  t h e s e  v a s t  r e s o u r c e s .
P a r t  I o f  t h i s  s t u d y  d i s c u s s e s  th e  ma jor  s o c i a l  i s s u e s  r e l a t ­
ing t o  th e  p e r v a s i v e  c o r p o r a t e  e n v i ro n m e n t .  A kev p o i n t  u n d e r s c o r e d  in  
t h i s  d i s c u s s i o n  i s  th e  r a p i d  change t h a t  has t r a n s p i r e d  and i s  s t i l l  
t r a n s p i r i n g  in  our  s o c i e t v  t o d a y .  S p e c i f i c a l l y ,  C h a p te r  I o u t l i n e s  th e  
o b j e c t i v e s ,  scope  and th e  me thodologv of  t h i s  s t u d y .  C h a p te r  I I  d e a l s  
w i th  t h e  i s s u e s  r e l a t i n g  to  t h e  q u a l i t y  o f  l i f e ,  and th e  c o n c e p t  o f  
c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  as w e l l  as  t h e  economic a s p e c t  o f  such  
c o n c e p t .  The i s s u e s  c o n c e r n i n g  th e  s o c i a l  r e s p o n s i b i l i t y  o f  th e  a c c o u n t ­




The c u r r e n t  d i s c u s s i o n  of  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  and 
th e  r e l a t e d  i s s u e s  r e l a t i n g  t o  th e  q u a l i t y  of  l i l e  c r e a t e  complex p r o b ­
lems fo r  the  a c c o u n t i n g  p r o f e s s i o n .  These p roblems c o n s i s t  of  two 
b a s i c  b u t  c r i t i c a l  a r e a s :  (1) the  p h i l o s o p h i c a l  framework o f  t h e  r o l e  
o f  th e  a c c o u n t i n g  p r o f e s s i o n  which e x t e n d s  t o  i t s  s o c i e t a l  o b l i g a t i o n s ,  
and (2) th e  a c c o u n t i n g  c o n s i d e r a t i o n  o f  t h e s e  s o c i a l  i s s u e s  to  e n a b l e  
th e  p r o f e s s i o n  to  p r o v i d e  f i n a n c i a l  d a t a  which a r e  u s e f u l  to  a l l  s e g ­
ments of  s o c i e t y .
The f i r s t  p rob lem c o n s i s t s  of  a c o n c e p t u a l  d e f i n i t i o n  of  the  
s o c i a l  r o l e  of  th e  a c c o u n t i n g  p r o f e s s i o n .  In t h i s  e r a  where the  b a s ic  
p r e o c c u p a t i o n  o f  s o c i e t v  i s  f o r  t h e  improvement of  t h e  q u a l i t y  of  l i f e ,  
t h e  r o l e  p la y e d  by e v e ry  s o c i a l  i n s t i t u t i o n  i s  under  s c r u t i n y .  S o c i e t y  
demands a c o n c e r t e d  e f f o r t  from e v e ry  segm en t ,  w h e th e r  as  i n d i v i d u a l s  or  
as  g r o u p s ,  t o  h e l p  in  s o l v i n g  t h e s e  s o c i a l  p ro b le m s .  For t h e  a c c o u n t i n g  
p r o f e s s i o n ,  t h i s  demand f o r  in vo lvem en t  has a f a r - r e a c h i n g  e f f e c t .  I t  
i n v o l v e s  a r e e x a m i n a t i o n  and a r e e v a l u a t i o n  o f  the  e x i s t i n g  a c c o u n t i n g  
p h i l o s o p h y  t o  s e r v e  as t h e  f o u n d a t i o n  of  a c c o u n t i n g  o b j e c t i v e s ,  p r i n ­
c i p l e s ,  s t a n d a r d s ,  p r a c t i c e s ,  and p r o c e d u r e s  and r u l e s  c o n s i s t e n t  w i th  
t h e  needs  o f  s o c i e t v .
The second problem i s  a d d r e s s e d  to  the  t r a d i t i o n a l  r e s p o n s i -
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b i l i t c  o f  a c c o u n t i n g  in p r o v i d i n g  u s e f u l  economic d a t a .  In r e c e n t  
\ e a r s ,  i n d u s t r y  has been s t e a d i l y  c o m m i t t in g  a c o n s i d e r a b l e  amount of 
i t s  r e s o u r c e s  fo r  s o c i a l  c a u s e s ,  bu t  t h e s e  o u t l a y s  have no t  r e c e i v e d  
a d e q u a te  r e c o g n i t i o n  in th e  a c c o u n t a n t ' s  r e p o r t i n g  model ,  commensurate  
w i t h  t h e i r  s i g n i f i c a n c e .  C u r r e n t l y ,  th e  c o r p o r a t e  community i s  under  
i n t e n s e  p r e s s u r e  from v a r i o u s  g roups  to  assume l e a d e r s h i p  in  d e a l i n g  
w i t h  t h e s e  s o c i a l  i s s u e s ;  i n s t i t u t i o n a l  i n v e s t o r s ,  which  a c c o u n t  fo r  
a s u b s t a n t i a l  p o r t i o n  o f  i n v e s t m e n t s  t o d a y ,  a r e  urged  t o  i n c l u d e  in 
t h e i r  in v e s t m e n t  c r i t e r i a  th e  s o c i a l  p e r fo rm a n ce  o f  c o r p o r a t i o n s .
But where w i l l  t h e s e  i n s t i t u t i o n a l  i n v e s t o r s  ( a n d ,  fo r  t h a t  m a t t e r ,  a l l  
o t h e r  f i n a n c i a l  s t a t e m e n t  u s e r s ) ,  o b t a i n  t h i s  i n f o r m a t i o n  c o n s i d e r i n g  
th e  f a c t  t h a t  t h e i r  t r a d i t i o n a l  s o u r c e  - -  p u b l i s h e d  c o r p o r a t e  f i n a n c i a l  
s t a t e m e n t s  - -  does  no t  p r o v i d e  t h e s e  d a t a ?  Or t o  a d d r e s s  t h e  q u e s t i o n  
d i r e c t l y  t o  th e  a c c o u n t a n t s :  I s  th e  a c c o u n t i n g  p r o f e s s i o n  w i l l i n g  to
p r o v i d e  t h e s e  d a t a  v i a  i t s  f i n a n c i a l  r e p o r t i n g  model?
S t a t e m e n t  o f  the  Problem
The a c c o u n t i n g  p rob lem  which t h i s  s t u d y  w i l l  be d e a l i n g  w i th  
i s  n e a t l y  woven i n t o  a much l a r g e r  c o n c e p t  which has e n g u l f e d  ev e ry  
f i b e r  o f  Amer ican b u s i n e s s  - -  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .  Any 
a t t e m p t  t o  s o l v i n g  such  an a c c o u n t i n g  p rob lem  w i t h o u t  a d d r e s s i n g  th e  
r e l e v a n t  i s s u e s  o f  t h i s  c o n c e p t  w i l l  n o t  or.ly r e s u l t  i n  a n a r row  u n d e r ­
s t a n d i n g  o f  t h e  p rob lem  b u t  w i l l  a l s o  r e s u l t  in  a myopic view o f  the  
l a r g e r  p rob lem s  r e s u l t i n g  from th e  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  
co n c e p t  as  w e l l  as  i t s  f u t u r e  i m p l i c a t i o n s  f o r  s o c i e t y ,  f o r  the  p h i l o s ­
ophy and d i r e c t i o n  o f  b u s i n e s s  in  t h i s  c o u n t r y ,  and f o r  t h e  s o l u t i o n  to  
th e  a c c o u n t i n g  p rob lem  i t s e l f .
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The main a c c o u n t i n g  p rob lem  - The q u e s t i o n  us to  w h e th e r  or  
not  th e  a c c o u n t i n g  p r o f e s s i o n  i s  w i l l i n g  to  p r o v i d e  the  i n f o r m a t i o n  r e ­
g a r d i n g  th e  s o c i a l  pe r fo rm a n ce  of  an e n t e r p r i s e  in i t s  r e p o r t i n g  model 
is  a c t u a l l y  an enormous p rob lem  fo r  th e  a c c o u n t a n t s  to  answ er .  There 
a r e  two main r e a s o n s  fo r  t h i s :  (1) th e  a c c o u n t i n g  a s p e c t s  o f  s o c i a l  
p e r fo rm a n c e  in v o l v e  q u a n t i t a t i v e  and q u a l i t a t i v e  m e asu re m en ts ,  and the  
l a t t e r ,  based  on e x i s t i n g  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  
a r e  not  o b j e c t i v e l y  v e r i f i a b l e ,  and t h e r e f o r e  a r e  bevond th e  c u r r e n t  
scope  o f  a c c o u n t i n g  and th e  a c c o u n t a n t ' s  r e p o r t i n g  model;  and (2)  one 
o f  th e  c r i t i c a l  i s s u e s  in  th e  c u r r e n t  d i s c u s s i o n  on s o c i a l  pe r fo rm a n ce  
has c e n t e r e d  on the  c o s t - b e n e f i t  measurement  o f  s o c i a l  p rog ram s .
The c o s t  a s p e c t  o f  s o c i a l  programs mav not  be too  d i f f i c u l t  t o  
h a n d l e .  However,  t h e i r  b e n e f i t  s i d e  p oses  an e x t r e m e l y  d i f f i c u l t  p r o b ­
lem which i s  c u r r e n t l y  beyond t h e  e x p e r t i s e  of  a c c o u n t a n t s .  Not s u r ­
p r i s i n g l y ,  t h e  a c c o u n t i n g  p r o f e s s i o n ,  even a t  th e  r i s k  o f  d i m i n i s h i n g  
i t s  s t a t u r e  as  an i n f o r m a t i o n  p r o v i d e r ,  op te d  t o  m a i n t a i n  a low p r o f i l e .  
At th e  f o r e f r o n t  a r e  e c o n o m i s t s ,  s t a t i s t i c i a n s ,  p s y c h o l o g i s t s ,  s o c i a l  
s c i e n t i s t s ,  and o t h e r  d i s c i p l i n e s  which a r e  a t t e m p t i n g  t o  s o l v e  t h i s  
p rob lem .
A c l o s e r  look a t  t h e  c o s t - b e n e f i t  p rob lem ,  however may le ad  to  
c o n c lu d e  t h a t  i t  i s  overwhelming  on ly  on th e  s u r f a c e .  A s c i e n t i f i c  
a n a l y s i s  o f  i t s  n a t u r e  and i t s  r e a l i t i e s  may p r o v i d e  a b a s i s  f o r  a t t a c k ­
ing  such  p rob lem .  Viewed from th e  c o n t e x t  o f  f i n a n c i a l  d a t a  u s e r s ,  
c o s t  a l o n e ,  r a t h e r  th a n  c o s t - b e n e f i t  d a t a ,  may be r e l e v a n t  to  th e  d e c i ­
s i o n  models  o f  e x t e r n a l  u s e r s .  And s i n c e  t h i s  c o s t  i s ,  f o r  the  most 
p a r t ,  r e a s o n a b l y  q u a n t i f i a b l e  and o b j e c t i v e l y  v e r i f i a b l e ,  i t  i s  w i t h i n  
t h e  framework o f  e x i s t i n g  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  and
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t h e r e f o r e  c o u l d  be r e p o r t e d  t o  e x t e r n a l  u s e r s .
C o s t - b e n e f i t  d a t a ,  on t h e  o t h e r  hand ,  a r e  r e l e v a n t  t o  t h e
d e c i s i o n  models  o f  i n t e r n a l  u s e r s  b e c a u se  t h e i r  c o n c e r n  i s  t h e  e f f i c i e n t
and e f f e c t i v e  a l l o c a t i o n  o f  s c a r c e  company r e s o u r c e s .  M oreover ,  b e n e ­
f i t s  a r e  q u a n t i t a t i v e l y  and q u a l i t a t i v e l y  m e a s u ra b le  w hich  f i t  i n t o  th e
d e c i s i o n  models  o f  i n t e r n a l  u s e r s .
The p r im a ry  o b j e c t i v e  o f  t h i s  i n q u i r y  i s  t o  measure  i n  
d o l l a r  te rm s  th e  c o r p o r a t e  r e s o u r c e s  commit ted  t o  p u r s u i n g  
s o c i a l  g o a l s ,  t o  i n v e s t i g a t e  t h e  a c c o u n t i n g  t r e a t m e n t  o f  the  
c o s t s  o f  t h e s e  r e s o u r c e s  in  a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t ­
ed a c c o u n t i n g  p r i n c i p l e s ,  and t o  o f f e r  a framework f o r  
r e p o r t i n g  such  c o s t s  in  t h e  t r a d i t i o n a l  r e p o r t i n g  models  o f  
t h e  a c c o u n t a n t .
R e l a t e d  a c c o u n t i n g  and o t h e r  p rob lem  a r e a s  - D e a l i n g  w i t h  th e  
b road  i s s u e s  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  i s  l i k e  o p e n in g  a 
P a n d o r a ' s  box ,  f o r  t h e  c o n c e p t  embraces  t h e  r e l a t e d  s o c i a l  i s s u e s  o f  
t h e  q u a l i t y  o f  l i f e ,  t h e  r o l e  o f  t h e  v a r i o u s  i n s t i t u t i o n s  in  e n h a n c in g  
s o c i e t a l  g o a l s ,  i t s  economic im pac t  on t h e  b u s i n e s s  community,  and above 
a l l ,  t h e  r a t i o n a l e  f o r  in v o lv em en t  i n  s o c i a l  i s s u e s .  At t h e  c e n t e r  o f  
t h e s e  i s s u e s  i s  t h e  modern c o r p o r a t i o n  which i s  looked upon t o  assume 
a ma jor  r o l e  in  s o l v i n g  c u r r e n t  s o c i a l  p ro b le m s ,  e s p e c i a l l y  e n v i r o n ­
m e n ta l  p o l l u t i o n ,  and in  g e n e r a l ,  im prov ing  the  q u a l i t y  o f  human l i f e .
The q u e s t i o n  now i s :  Can th e  modern c o r p o r a t i o n  i n v o l v e  in
s o c i a l  i s s u e s  w i t h o u t  s a c r i f i c i n g  i t s  economic m i s s io n ?  I s  t h e r e  a r a ­
t i o n a l e  o r  p e r h a p s  a n o v e l  c o r p o r a t e  p h i l o s o p h y ,  which i s  good enough
t o  s u s t a i n  any d e v i a t i o n  from th e  p r o f i t  m o t iv e?  F i n a l l y ,  i f  s o c i a l  
in v o lv em en t  i s  d e f e n s i b l e ,  t o  what  e x t e n t  s h a l l  t h e  modern c o r p o r a t i o n
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p u r s u e  t h i s  s o c i a l  r e s p o n s i b i l i t y  c o n c e p t?
A s e c o n d a r y  o b j e c t i v e  o f  t h i s  s t u d y  i s  t o  f o r m u l a t e  a 
s o c i a l  and economic r a t i o n a l e  f o r  c o r p o r a t e  in v o lv e m e n t  in  
s o c i a l  i s s u e s ,  and t o  i n v e s t i g a t e  t h e  r e l a t e d  i s s u e s  o f  th e  
q u a l i t y  o f  l i f e  a s  w e l l  a s  t h e  economic a s p e c t s  o f  c o r p o r a t e  
s o c i a l  r e s p o n s i b i l i t y .
P o r t r a y e d  p r o m i n e n t l y  w i t h  t h e  c o n c e p t  o f  c o r p o r a t e  s o c i a l  
r e s p o n s i b i l i t y  i s  t h e  s o c i a l  r e s p o n s i b i l i t y  o f  a c c o u n t a n t s  and th e  
a c c o u n t i n g  p r o f e s s i o n .  T h i s  i s  u n d e r s t a n d a b l e .  S in c e  a c c o u n t i n g  i s  
t h e  l a nguage  o f  b u s i n e s s ,  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  d e e p l y  and i n ­
t i m a t e l y  i n v o l v e d  in  t h e  c o n d u c t  o f  t h e  n o w -b e s ie g e d  c o r p o r a t i o n ;  
t h e r e f o r e ,  i t  i s  e x p e c t e d  by s o c i e t y  t o  e x e r c i s e  i n f l u e n c e  o v e r  c o r p o r ­
a t e  a f f a i r s .  One way o f  i n f l u e n c i n g  th e  a c t i v i t i e s  o f  c o r p o r a t i o n s  
r e l a t e  t o  c h a n g in g  a p a s s i v e  c o r p o r a t e  b e h a v i o r  tow ards  a h i g h e r  d e g r e e  
o f  s e n s i t i v i t y  t o  s o c i a l  p ro b le m s .  A change  i n  t h i s  b e h a v i o r  would 
r e q u i r e  a d i f f e r e n t  r o l e  f o r  t h e  a c c o u n t i n g  p r o f e s s i o n  a s  a communica to r  
o f  i n f o r m a t i o n  be tween  th e  c o r p o r a t e  s y s t e m  and th e  t o t a l  s o c i e t y .  T h i s  
means t h a t  t h e  a c c o u n t a n t ' s  com munica t ion  models  have t o  be expanded ,  
i f  n o t  changed  a l t o g e t h e r .  Th i s  means a l s o  t h a t  t h e  c u r r e n t  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  have  t o  be d i s t u r b e d  t o  g i v e  way t o  non-  
f i n a n c i a l  m e asu re s  which  a r e  beyond q u a n t i f i c a t i o n  and o b j e c t i v e  v e r i f i ­
c a t i o n .  I n  s h o r t ,  m e a s u r in g  up t o  t h i s  new e x p e c t a t i o n  o f  s o c i e t y  a l s o  
means a c c e p t i n g  new p rob lem s  f o r  th e  p r o f e s s i o n .  But f o r  e v e r y  c h a l ­
l e n g e ,  t h e r e  i s  a c o r r e s p o n d i n g  o p p o r t u n i t y  f o r  s e r v i c e  and th e  
r a m i f i c a t i o n  o f  a good s e r v i c e  i s  enhanced  s t a t u r e  and f i n a n c i a l  r e w a rd .
A s e c o n d a r y  o b j e c t i v e  o f  t h i s  s t u d y  i s  to  i n v e s t i g a t e  t h e
i s s u e s  r e l a t i n g  t o  t h e  s o c i a l  r e s p o n s i b i l i t i e s  o f  t h e  
a c c o u n t a n t ,  and t o  f o r m u l a t e  j u s t i f i c a t i o n s  f o r  t h e  
a c c o u n t i n g  p r o f e s s i o n ' s  a c c e p t a n c e  o f  a b roadened  r e s ­
p o n s i b i l i t y  in  t h e  l i g h t  o f  t h e  r i s i n g  e x p e c t a t i o n s  o f  
s o c i e t y  from s o c i a l  i n s t i t u t i o n s  in  p ro m o t in g  s o c i a l  
g o a l s .
A b roadened  r e s p o n s i b i l i t y  has t o  be r e c o n c i l e d  and r a t i o n a l ­
i z e d  i n  te rm s  o f  e x i s t i n g  a c c o u n t i n g  t h e o r y  t o  e s t a b l i s h  a frame o f  
r e f e r e n c e  f o r  u s e f u l  g e n e r a l i z a t i o n s ,  e s t a b l i s h m e n t  o f  s t a n d a r d s ,  
g u id a n c e  i n  p r a c t i c a l  a f f a i r s  as  w e l l  as  t h e  e s t a b l i s h m e n t  o f  a f r a m e ­
work f o r  im prov ing  tn e  r e s u l t i n g  u ses  o f  a c c o u n t i n g  d a t e .  T h i s  r e c o n ­
c i l i a t i o n  and r a t i o n a l i z a t i o n  has t o  be done i n  t h i s  s t u d y  ( o r  a t  l e a s t  
i d e n t i f y  a d i r e c t i o n  f o r  such  u n d e r t a k i n g )  t o  pave th e  way f o r  t h e  
deve lopm en t  o f  a c o h e s i v e  s e t  o f  a c c o u n t i n g  p h i l o s o p h y ,  c o n s i s t e n t  
w i t h  th e  needs  and r e q u i r e m e n t s  o f  t h e  expanded f u n c t i o n  and r e s p o n s i ­
b i l i t y  o f  t h e  a c c o u n t i n g  p r o f e s s i o n .
A s e c o n d a ry  o b j e c t i v e  o f  t h i s  s t u d y  i s  to  p r o v i d e  a 
framework f o r  e s t a b l i s h i n g  a co n te m p o ra ry  a c c o u n t i n g  
t h e o r y  which i s  r e s p o n s i v e  t o  t h e  dynamic demands o f  
i t s  e n v i ro n m e n t .
Approach t o  S o l v i n g  th e  Problem
As im p l ie d  in  t h e  p r e c e d i n g  s e c t i o n ,  t h e  expanded r e s p o n s i b i l ­
i t y  o f  a c c o u n t i n g  s tems from th e  e n l a r g e d  e x p e c t a t i o n s  o f  s o c i e t y  for 
t h e  c o n d u c t  o f  th e  modern c o r p o r a t i o n ,  which i n c l u d e  n o t  o n ly  economic 
b u t  a l s o  s o c i a l  p e r f o r m a n c e .  T h e r e f o r e ,  a sy s tem s  a p p ro a c h  i s  a p p r o ­
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p r i a t e  t o  u n d e r s t a n d  th e  r e l a t i o n s h i p s  among t h e  i n t e r a c t i n g  sys tem s  
and s u b s y s t e m s  t h a t  c o n t r i b u t e d  t o  th e  p rob lems  under  s t u d y .  The 
s y s t e m  c o n t e m p la t e d  i n  t h i s  s t u d y  composed o f  t h r e e  main s u b s y s t e m s ,  
nam ely ,  s o c i e t y ,  t h e  c o r p o r a t i o n  and t h e  a c c o u n t i n g  p r o f e s s i o n ,  i s  
d e p i c t e d  i n  F i g u r e  1.
Four a r e a s  o f  r e s e a r c h  s h a l l  be u n d e r t a k e n  in  t h i s  s t u d y .  The 
f i r s t  a r e a  i s  c o n c e rn e d  w i t h  t h e  i n t e r a c t i o n  be tween s o c i e t y  and th e  
modern c o r p o r a t i o n  which i s  embodied in  t h e  c u r r e n t  i s s u e s  o f  c o r p o r a t e  
s o c i a l  r e s p o n s i b i l i t y  and t h e  q u a l i t y  o f  l i f e .  The r e s e a r c h  i n c l u d e s  
a s u r v e y  o f  c u r r e n t  l i t e r a t u r e  on th e  s u b j e c t  f o r  t h e  p u rp o s e  o f  formu­
l a t i n g  a r a t i o n a l e  - -  economic and s o c i e t a l  - -  f o r  c o r p o r a t e  i n v o l v e ­
ment i n  t h i s  c o n c e p t .
The second  a r e a  o f  r e s e a c h  c o n s i s t s  o f  t h e  i n t e r a c t i o n  be tween  
a c c o u n t i n g  on th e  one hand ,  and t h e  modern c o r p o r a t i o n  and s o c i e t y  on 
t h e  o t h e r .  T h i s  i n t e r a c t i o n  g iv e s  r i s e  t o  t h e  c u r r e n t  i s s u e s  on th e  
s o c i a l  r e s p o n s i b i l i t y  o f  t h e  a c c o u n t i n g  p r o f e s s i o n .  The r e s e a r c h  w i l l  
s u r v e y  t h e  c u r r e n t  l i t e r a t u r e  in  t h i s  a r e a  w i th  t h e  s p e c i f i c  g o a l  o f  
f o r m u l a t i n g  a r a t i o n a l e  f o r  t h e  p r o f e s s i o n ' s  a c c e p t a n c e  o f  an expanded 
r e s p o n s i b i l i t y .  C o n s e q u e n t ly ,  an a t t e m p t  s h a l l  be made t o  d e v e l o p  a 
framework f o r  e s t a b l i s h i n g  a co n tem p o ra ry  a c c o u n t i n g  t h e o r y  which i s  
c o n s i s t e n t  w i t h  th e  n e e d s ,  d e s i r e s  and o p e r n t i o n s  o f  s o c i e t y  t o d a y .
The t h i r d  a r e a  d e a l s  w i th  t h e  measurement o f  t h e  c o s t s  o f  th e  
r e s o u r c e s  u t i l i z e d  in  p u r s u i n g  s o c i a l  g o a l s ,  and th e  a c c o u n t i n g  and 
r e p o r t i n g  prob lems o f  t h e s e  c o s t s .  The a n a l y s i s  i n c l u d e s  a d i s c u s s i o n  
o f  t h e  p ro p o s e d  c o s t i n g  m e thodo logy ,  t h e  i n d e n t i f i c a t i o n , d e f i n i t i o n  
and c l a s s i f i c a t i o n  o f  t h e  c o s t s  o f  s o c i a l  p ro g ram s ,  a d i s c u s s i o n  o f
A c c o u n t in g  
P r o f e s s  ion
10
t h e  a c c o u n t i n g  t r e a t m e n t  o f  such  c o s t s  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  a r e v i e w  o f  t h e  c u r r e n t  r e p o r t i n g  p r a c ­
t i c e s  i n  t h e  a n n u a l  r e p o r t s  c o n c e r n i n g  t h i s  m a t t e r ,  and t h e  r e p o r t i n g  
o f  t h e s e  c o s t s  in  t h e  t r a d i t i o n a l  r e p o r t i n g  model o f  t h e  a c c o u n t a n t .
The r e s e a r c h  encompasses  a s u rv e y  o f  t h e  s i g n i f i c a n t  l i t e r a t u r e  on th e  
s u b j e c t  a s  w e l l  as  a r e v i e w  o f  th e  a n n u a l  r e p o r t s  o f  s e l e c t e d  com pan ies .
To g iv e  s u b s t a n c e  t o  t h e  r e v i s i o n s  made t o  t h e  t r a d i t i o n a l  
r e p o r t i n g  model  o f  t h e  a c c o u n t a n t  and t o  t e s t  th e  o p e r a t i o n a l  a s p e c t  
o f  t h e  p ro p o s e d  methodology  f o r  c o s t i n g  th e  r e s o u r c e s  commit ted  t o  
s o c i a l  i n v o l v e m e n t ,  t h e  l a s t  a r e a  o f  r e s e a r c h  i s  t o  a s c e r t a i n  th e  
f e a s i b i l i t y  o f  t h e s e  p r o p o s a l s  r e l a t i v e  t o  an a c t u a l  company e n v i r o n ­
ment t h ro u g h  th e  c o o p e r a t i o n  o f  a l a r g e  m u l t i n a t i o n a l  o i l  company.
L i m i t a t i o n s  of  t h e  S tudy
Excep t  f o r  a l i m i t e d  few, t h e  b a s i c  and th e  most  s i g n i f i c a n t  
c h a r a c t e r i s t i c  o f  o u t l a y s  f o r  t h e s e  s o c i a l  programs i s  t h a t  t h e  d i r e c t  
b e n e f i t  o f  money s p e n t  i s  i n t e n d e d  f o r  c e r t a i n  g roups  which  a r e  e i t h e r  
c l e a r l y  o r  f u z z i l y  i d e n t i f i e d ,  o r  n o t  i d e n t i f i e d  a t  a l l .  The b e n e f i t  
t o  t h e  company i s  i n d i r e c t ;  p o s s i b l y  in  te rm s  o f  good image and an 
a s s u r a n c e  t o  t h e  c o n s c i e n c e  o f  c o r p o r a t e  management t h a t  i t  i s  d o in g  
i t s  p a r t  t o  enhance  s o c i a l  g o a l s .  M easu r ing  th e  c o s t  and t h e  b e n e f i t  
d e r i v e d  from t h e s e  s o c i a l  programs can be u s e f u l  to  d e c i s i o n - m a k e r s .
But a s t r i c t  c o s t - b e n e f i t  measurement i s  e x t r e m e l y  d i f f i c u l t ,  and t h e r e ­
f o r e ,  beyond th e  scope  o f  t h i s  s t u d y .
A c c o r d i n g l y ,  c o s t  measurement in  t h i s  s t u d y  s h a l l  be l i m i t e d  
t o  i n p u t  c o s t s ,  t h a t  i s ,  t h e  d o l l a r  o u t l a y s  i n c u r r e d  i n  a p a r t i c u l a r
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s o c i a l  p rogram .  For  i n s t a n c e ,  i n  t h e  c a s e  o f  an  a i r  p o l l u t i o n  e q u i p ­
m en t ,  t h e s e  i n p u t  c o s t s  may c o n s i s t  o f  t h e  c o s t  o f  t h e  e q u i p m e n t ,  the  
c o s t  o f  o p e r a t i n g  t h e  f a c i l i t i e s ,  and o c c a s i o n a l l y ,  c e r t a i n  r e s e a r c h  
c o s t s  a s s o c i a t e d  w i t h  t h e  p r o j e c t .
The b e n e f i t  s h a l l  be measured  i n  te rms o f  t h e  o b j e c t i v e  o r  
g o a l  a c c o m p l i s h e d .  For  exam ple ,  i f  t h e  g o a l  o f  t h e  p o l l u t i o n  equ ipm ent  
i s  t o  r e d u c e  t h e  c a r b o n  monoxide e m i s s i o n  by 50 p e r c e n t ,  t h e  b e n e f i t  
s h a l l  be e v a l u a t e d  on t h i s  b a s i s .
G a t h e r i n g  t h e s e  i n p u t  c o s t s  on t h e  f i r m ' s  s o c i a l  p rograms can  
be v e r y  u s e f u l  f o r  p l a n n i n g  p u r p o s e s .  C o r p o r a t i o n s  c u r r e n t l y  engaged 
i n  p r o m o t in g  s o c i a l  g o a l s  a r e  a s k i n g  how much t h e s e  a c t i v i t i e s  a r e  
c o s t i n g  them. Knowing t h e s e  c o s t s  may p r o v i d e  an im petus  f o r  more 
a c t i o n ,  o r ,  p e r h a p s ,  r e t r e n c h m e n t .  N e v e r t h e l e s s ,  t h i s  i n p u t  c o s t  and 
g o a l  a cc om pl i shm en t  ( b e n e f i t )  meth odo logy  was e m p i r i c a l l y  t e s t e d  w i t h  
th e  c o o p e r a t i o n  o f  a l a r g e  o i l  company.  However, the  p e c u l i a r i t i e s  o f  
t h a t  company may have b i a s e d  th e  r e s u l t s .  T h e r e f o r e ,  more e m p i r i c a l  
r e s e a r c h  i s  needed t o  t e s t  t h e  o p e r a t i o n a l  c o n t e n t  o f  t h i s  m e thodo logy .
The a t t e m p t  t o  g a t h e r  t h e s e  i n p u t  c o s t s  r e s u l t e d  i n  t h e  formu­
l a t i o n  o f  a s im p l e  d a t a  g a t h e r i n g  s y s t e m  w i t h i n  t h e  p a r t i c i p a t i n g  com­
pany .  Due t o  c e r t a i n  t im e  c o n s t r a i n t s ,  t h e  o v e r a l l  e f f e c t i v e n e s s  of  
t h i s  i n f o r m a t i o n  s y s t e m  has n o t  been a s c e r t a i n e d .  An e n c o u r a g i n g  o p t i ­
mism w as ,  however,  e x p r e s s e d  by t h e  company p e r s o n n e l  who s e r v e d  as  
t h e  w r i t e r ' s  c o u n t e r p a r t  i n  t h i s  p r o j e c t .  The s ys tem  w i l l  be i n  f u l l  
o p e r a t i o n  f o r  th e  c a l e n d a r  y e a r  1974.
The m e thodo logy ,  b e c a u se  o f  c e r t a i n  t ime c o n s t r a i n t s  w i t h i n  
t h e  company,  has n o t  been  t e s t e d  f o r  a l l  t h e  s o c i a l  programs o f  th e
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s u b j e c t  company.  However, r e p r e s e n t a t i v e  p r o j e c t s  were s e l e c t e d  from 
th e  f i r m ' s  a i r  p o l l u t i o n  c o n t r o l  a c t i v i t i e s  and from i t s  program o f  
h e l p i n g  m i n o r i t y  b u s i n e s s e s .
F i n a l l y ,  e x t e r n a l  u s e r s ,  e i t h e r  a s  i n v e s t o r s ,  c onsum ers ,  
r e g u l a t o r  o r  j u s t  a s  a p a r t  o f  t h e  g e n e r a l  p u b l i c ,  a r e  e q u a l l y  i n  need 
o f  t h e  above  d a t a .  But  t h e  a c c o u n t a n t ' s  r e p o r t i n g  models  do n o t  r e p o r t  
them. C o n s e q u e n t l y ,  t h e  em phasi s  o f  t h i s  i n q u i r y  i s  t o  r e p o r t  t h e s e  
d a t a  t o  e x t e r n a l  u s e r s .
D e f i n i t i o n  o f  Terms
For  t h e  p u r p o s e  o f  t h i s  s t u d y  ( a s  m e n t ioned  in  th e  p r e c e d i n g  
s e c t i o n ) ,  c o s t  r e f e r s  t o  i n p u t  c o s t s ,  t h a t  i s ,  e x p e n d i t u r e s  i n c u r r e d  
by th e  company i n  p u r s u i n g  a s o c i a l  p rog ram .  B e n e f i t  r e f e r s  t o  t h e  
e s t a b l i s h e d  g o a l s  a c c o m p l i s h e d  by a p a r t i c u l a r  s o c i a l  p r o j e c t .
The te rm s  s o c i a l  p ro g ra m s ,  s o c i a l  p r o j e c t s ,  s o c i a l  a c t i v i t i e s ,  
s o c i a l  i n v o l v e m e n t ,  s o c i a l  i s s u e s ,  s o c i a l  c o n c e r n s ,  s o c i a l l y - r e l e v a n t  
p r o j e c t s  ( o r  p r o g r a m s ) , o r  s o c i a l  p e r fo rm a n c e  s h a l l  be used  i n t e r c h a n g e ­
a b l y  t o  mean th o s e  a c t i v i t i e s  which  a r e  g e n e r a l l y  o f  c u r r e n t  p u b l i c  
c o n c e r n  and a r e  u n d e r t a k e n  by th e  company f o r  t h e  b e n e f i t  o f  i t s  em­
p l o y e e s ,  c u s t o m e r s ,  and th e  p u b l i c  a t  l a r g e  as  t h e  r e s u l t  o f  e i t h e r  
c o n s c i e n c e ,  s o c i a l  p r e s s u r e  o r  f o r c e  o f  law,  h av in g  no d i r e c t  b e n e f i t  
t o  th e  e n t e r p r i s e .
D e f i n i t i o n s  f o r  su ch  te rm s  as  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y ,  
t h e  s o c i a l  r e s p o n s i b i l i t y  o f  th e  a c c o u n t i n g  p r o f e s s i o n  o r  s o c i a l  a u d i t s  
s h a l l  be d e f i n e d  as  th e  d i s c u s s i o n  p r o g r e s s e s .
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O r g a n i z a t i o n  o f  th e  S tudy
T h is  s tu d y  i s  o r g a n i z e d  as f o l l o w s :  C h a p t e r  I I  d i s c u s s e s  th e  
p e r v a s i v e  c o r p o r a t e  e n v i ro n m en t  as i t  r e l a t e s  t o  t h e  i s s u e  o f  t h e  q u a l ­
i t y  o f  l i f e  and th e  c o n c e p t  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  as  w e l l  
as  i t s  economic i m p l i c a t i o n .  C h a p te r  I I I  c o v e r s  th e  s o c i a l  r e s p o n s i ­
b i l i t y  o f  th e  a c c o u n t i n g  p r o f e s s i o n .
The p roposed  framework f o r  a c o n te m p o ra ry  a c c o u n t i n g  t h e o r y  i s  
p r e s e n t e d  in  C h a p te r  IV w h i l e  C h a p te r  V c o v e r s  the  p rob lem s  c o n c e r n i n g  
th e  a c c o u n t i n g  and r e p o r t i n g  c o n s i d e r a t i o n s  o f  s o c i a l  p rog ram s .
C h a p t e r  VI c o n t a i n s  t h e  r e s u l t s  o f  th e  f e a s i b i l i t y  s tu d y  
c o n d u c te d  in  c o o p e r a t i o n  w i t h  a l a r g e  m u l t i n a t i o n a l  o i l  company.  F i n a l ­
l y ,  t h e  summary, c o n c l u s i o n s ,  and recom m endat ions  f o r  f u t u r e  r e s e a r c h  
a r e  p r e s e n t e d  in  C h a p te r  V I I .
CHAPTER I I
THE PERVASIVE SOCIAL ISSUES
For  a modern b u s in e s s m a n ,  th e  p u rp o s e  o f  b u s i n e s s ,  p a r t i c u l a r ­
l y  t h e  c o r p o r a t e  e n t e r p r i s e ,  i s  t o  s a t i s f y  t h e  m a t e r i a l  needs  o f  s o c i e t y  
a t  a p r o f i t .  Over t h e  y e a r s ,  b u s i n e s s  has been  s u c c e s s f u l  in  a c c o m p l i s h ­
in g  t h i s  p u r p o s e .  However,  i n  r e c e n t  y e a r s  s o c i e t y ' s  e x p e c t a t i o n  from 
b u s i n e s s  goes beyond th e  s a t i s f a c t i o n  o f  i t s  m a t e r i a l  n e e d s .  S o c i e t y  
i s  now a s k i n g  t h e  b us ines sm an  to  be i n v o l v e d  i n  p ro m o t in g  s o c i a l  g o a l s  
i n  o r d e r  t o  improve th e  q u a l i t y  o f  i t s  l i f e .
To be d i s c u s s e d  in  t h i s  c h a p t e r  a r e  t h e  key i s s u e s  r e l a t i n g  t o  
th e  q u a l i t y  o f  l i f e  and th e  c o n c e p t  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .  
L i k e w i s e ,  the  economic i m p l i c a t i o n  o f  t h e  l a t t e r  c o n c e p t  w i l l  be e x ­
p l o r e d  .
I .  QUALITY OF LIFE: A SOCIAL CRISIS
The economic power o f  t h e  American s o c i e t y  i s  founded upon i t s  
u n s u r p a s s e d  p r o d u c t i v e  c a p a b i l i t i e s .  Th i s  i s  p r i m a r i l y  t h e  r e s u l t  o f  
i t s  ex t re m e em phasi s  on th e  p r o d u c t i o n  o f  goods and s e r v i c e s .  Under­
s t a n d a b l y ,  t h e  Amer ican s o c i e t y  r ew ards  and a p p la u d s  t h o s e  who can 
d e l i v e r  goods no t  on ly  in  te rms o f  p e r s o n a l  p ro m inence  b u t  a l s o  in  
f i n a n c i a l  t e rm s .
However,  in r e c e n t  y e a r s ,  t h i s  emphasis  on p r o d u c t i o n  has gone
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t h r o u g h  a c r i t i c a l  r e e x a m i n a t i o n  and r e o r i e n t a t i o n .  The r e a s o n  i s  t h a t  
t h e  Amer ican s o c i e t y  r e a l i z e s  t h a t  m ass ive  p r o d u c t i o n  o f  goods and 
s e r v i c e s  has c e r t a i n  u n d e r s i r a b l e  c o n s e q u e n c e s .  These  u n d e s i r a b l e  
e f f e c t s  a r e  m a n i f e s t e d  p r i n c i p a l l y  by t h e  d e t e r i o r a t i n g  a i r  and w a te r  
p o l l u t i o n  prob lems  o f  th e  c o u n t r y .  The s e r i o u s n e s s  o f  t h e s e  problem s 
a r e  r e f l e c t e d  i n  t h e  c u r r e n t  co n c e rn  f o r  t h e  q u a l i t y  o f  l i f e .
Th i s  p o r t i o n  o f  th e  s tu d y  i s  d e s ig n e d  t o  p r o v i d e  an u n d e r ­
s t a n d i n g  o f  th e  te rm  " q u a l i t y  o f  l i f e "  as  w e l l  as  t o  p r o v i d e  an i n s i g h t  
i n t o  t h e  i m p o r t a n t  i s s u e s  r e l a t e d  t o  i t .
Meaning o f  Q u a l i t y  o f  L i f e
The te rm " q u a l i t y  o f  l i f e "  i s  a f a s h i o n a b l e  and a f a s c i n a t i n g  
c o n c e p t  in  i n t e l l e c t u a l  c i r c l e s ,  and i s  e x p e c t e d  t o  be an im p o r t a n t  
i s s u e  i n  t h e  s e v e n t i e s .  But th e  c o n c e p t  has no p r e c i s e  d e f i n i t i o n ,  
and no a t t e m p t  has been made e i t h e r  t o  d e f i n e  o r  d i s c u s s  t h i s  co n ce p t  
ir. m e a n in g fu l  t e rm s .  1
*The l i t e r a t u r e  on th e  q u a l i t y  o f  l i f e  a p p e a r s  t o  be p l e n t i f u l .  
However,  as  f a r  as  i t  c o u ld  be a s c e r t a i n e d ,  o n ly  a few d e a l  d i r e c t l y  
w i t h  t h e  s u b j e c t .  In  f a c t ,  no d e f i n i t i o n  o f  t h e  te rm has  been found.  
G e n e r a l l y ,  w r i t i n g s  t h a t  touch  on th e  s u b j e c t  a r e  found i n  t h e  l i t e r a ­
t u r e  on w e l f a r e  econom ics .  I n  a d d i t i o n  t o  the  w r i t i n g s  o f  such  p r o l i f i c  
w r i t e r s  as  A. C. P ig o u ,  Kenneth  B o u ld in g ,  R o b e r t  H e i b r o n e r ,  E. J .
Mishan ,  N ic h o la s  G eo rg escu -R o eg en , John  K. G a l b r a i t h ,  Emery C a s t l e ,
Ralph  Turvey  and o t h e r s ,  a r t i c l e s  which d e v o t e  c e r t a i n  amount o f  d i s ­
c u s s i o n  on th e  s u b j e c t  a r e  found in  s uch  p u b l i c a t i o n s  as  The American 
Economic R ev iew . Land Econom ics , J o u r n a l  o f  Farm E conom ics . Q u a r t e r l y  
J o u r n a l  o f  E conom ics , J o u r n a l  o f  P o l i t i c a l  Econom ics , and a few o t h e r  
p u b l i c a t i o n s .  Two s i g n i f i c a n t  p u b l i c a t i o n s  which d e a l  w i th  th e  q u a l i t y  
o f  l i f e  a r e  Towards A S o c i a l  R e p o r t . (U. S. D epar tm ent o f  H e a l t h  and 
W e l f a r e ) ,  and Toward Balanced  Growth; Q u a n t i t y  w i th  Q u a l i t y , ( N a t i o n a l  
Goals  R e s e a r c h  S t a f f ) .  F o r tu n e  magaz ine has d ev o ted  a s p e c i a l  i s s u e  on 
p o l l u t i o n  and the  q u a l i t y  o f  l i f e  in  i t s  F e b ru a ry  1970 i s s u e .  R e c e n t l y ,  
t h e  Midwest R e s e a rc h  I n s t i t u t e  p u b l i s h e d  an inde x  r a t i n g  and s t a t i s t i c s  
on the  q u a l i t y  o f  l i f e  in  the  U ni ted  S t a t e s .  See Ben-Chieh  L iu ,  The
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The f a c t  t h a t  th e  " q u a l i t y  o f  l i f e "  i s  neb u lo u s  and c o n f u s i n g  
i s  a r t i c u l a t e d  in  th e  1970 S t a t e  o f  t h e  Union Message o f  P r e s i d e n t  
R ic h a r d  Nixon:
In  t h e  n e x t  10 y e a r s ,  we s h a l l  i n c r e a s e  our  w e a l t h  by 50 p e r ­
c e n t .  The p ro found  q u e s t i o n  i s  - -  does  t h i s  mean we w i l l  be 
50 p e r c e n t  r i c h e r  in  a r e a l  s e n s e ,  50 p e r c e n t  b e t t e r  o f f ,  50 
p e r c e n t  h a p p i e r ?  2
D e s p i t e  t h i s  d i f f i c u l t y  in  d e f i n i n g  th e  c o n c e p t ,  any d i s c u s s i o n  
c o n c e r n i n g  t h e  q u a l i t y  o f  l i f e  i s  g e n e r a l l y  a d d r e s s e d  t o  such  s o c i a l  
i s s u e s  o f  g e n e r a l  im por t  as  e n v i r o n m e n t a l  p o l l u t i o n  and d e g r a d a t i o n ,
e d u c a t i o n ,  p u b l i c  s e r v i c e s ,  u rb an  r e n e w a l ,  p o v e r t y ,  unemployment,  e q u a l
o p p o r t u n i t y ,  h o u s in g ,  c r im e ,  and th e  l i k e .  O th e r  i s s u e s  o f  a more 
p e r s o n a l  n a t u r e  i n c l u d e s  o n e ' s  views on h i s  m a r i t a l  l i f e ,  h i s  f a m i ly  
e n v i r o n m e n t ,  h i s  income, h i s  j o b ,  h i s  immedia te e n v i ro n m e n t ,  and o t h e r  
s i m i l a r  a r e a s  o f  c o n c e r n .
Based on th e  above  s o c i a l  i s s u e s ,  i t  c o u ld  be i n f e r r e d  t h a t  th e
q u a l i t y  o f  l i f e  i s  a c t u a l l y  o n e ' s  o r  a g r o u p ' s  p e r c e p t i o n  o f  r e a l i t y  o f
h i s  o r  s o c i e t y ' s  w e l l - b e i n g .  T h e r e f o r e ,  t h e  q u a l i t y  o f  l i f e  c o u ld  be 
d e f i n e d  as  t h e  s t a t e  o f  a f f a i r s  ( o r  o n e ' s  s e n s e  o f  w e l l - b e i n g )  o f  
s o c i e t y  as  p e r c e i v e d  by a p e r s o n  o r  g roups  o f  p e r s o n s .  The key p o i n t  
t h a t  s h o u ld  be o b s e rv e d  in  t h i s  d e f i n i t i o n  i s  t h a t  a p e r s o n ' s  s e n s e  o f
Q u a l i t y  o f  L i f e  in  th e  U n i te d  S t a t e s  (Kansas C i t y ,  M i s s o u r i :  Midwest
R e s e a r c h  I n s t i t u t e ,  1973) .  For an e x c e l l e n t  d i s c u s s i o n  on t h e  p rob lem s  
o f  m e a s u r in g  th e  q u a l i t y  o f  l i f e  in  t h e  U. S . ,  r e f e r  t o  F r e d e r i c k  And­
r e w s ,  "Changing  Times :  Government S t a t i s t i c s  a r e  Termed M i s l e a d in g  as 
Gauges o f  S o c i e t y , "  The Wall  S t r e e t  J o u r n a l , December 16, 1971,  pp .  I f f .
^U. S. N a t i o n a l  Goals  R e s e a r c h  S t a f f ,  Toward Balanced  Growth : 
Q u a n t i t y  w i t h  Q u a l i t y  (W ash ing ton ,  D. C . : U. S.  Government P r i n t i n g
O f f i c e ,  1970) ,  pp .  24 -25 .
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w e l l - b e i n g  depends  on h i s  p e r c e p t i o n  o f  r e a l i t y ,  which may be f a u l t y .
A f e a r  o f  c r im e  on th e  s t r e e t s ,  f o r  i n s t a n c e ,  may have  no r e l a t i o n  t o  
t h e  a c t u a l  h a p p e n i n g s . ^ Thus ,  t h e  q u e s t i o n  as  t o  how q u a l i t y  o f  l i f e  
can  be measured  may a lways  be a p rob lem .
Q u a l i t y  o f  L i f e :  A S o c i a l  C r i s i s
To s t a t e  t h a t  t h e  American s o c i e t y  has  a l r e a d y  s o l v e d  i t s  
q u a n t i t a t i v e  p rob lem i s  n o t  a t  a l l  an e x a g g e r a t i o n . ^  But w h i l e  the  
c o n c e r n  f o r  q u a n t i t y  has s u b s i d e d ,  th e  p rob lem  o f  q u a l i t y  has  s t a r t e d .  
The r e a s o n  f o r  t h i s  change  in  a t t i t u d e  i s  t h a t  t h e  Amer ican  s o c i e t y  has 
come t o  r e a l i z e  t h a t  th e  q u a l i t y  o f  l i f e  c a n n o t  be measured  in  q u a n t i ­
t a t i v e  t e rm s .  As P r e s i d e n t  Nixon s t r e s s e d  in  h i s  message t o  Congress  
i n  1970,  w e a l t h  i s  n o t  synonymous w i t h  h a p p i n e s s ,  and economic growth  
i s  j u s t  a means o f  a t t a i n i n g  s p e c i f i c  g o a l s . ^
The m agn i tude  o f  t h e  p rob lem  a p p e a r s  t o  be on th e  c r i t i c a l  
l e v e l .  A B r i t i s h  w r i t e r ,  a f t e r  h i s  t o u r  o f  t h e  U n i te d  S t a t e s  i n  1969,  
w r o t e  h i s  i m p r e s s i o n s  in  t h i s  manner:
The Uni ted  S t a t e s  i n  t h i s  l a s t  t h i r d  o f  t h e  t w e n t i e t h  
c e n t u r y  i s  the  p l a c e  where m an 's  lo ng  economic p ro b lem  i s  
e n d i n g ,  b u t  where h i s  s o c i a l  p rob lem s  s t i l l  g a p e .  On any 
r a t i o n a l  v iew,  th e  enormous f a c t  o f  t h a t  a p p r o a c h  t o  e c o ­
nomic consummation s h o u ld  r i v e t  a l l  a t t e n t i o n .  I t  i s  
a l m o s t  c e r t a i n l y  t h e  most momentous news s t o r y  so  f a r  in  
t h e  h i s t o r y  of  th e  w o r l d .  But  p e o p l e  i n  t h e  U n i ted  
S t a t e s  a r e  a t  p r e s e n t  wracked  by th e  s t r e t c h i n g  t o  s n a p -
^Andrews, op.  c i t . , p .  25.
^V. B. Day, "The S o c i a l  R e lev an ce  o f  B u s i n e s s , "  P aper  p r e s e n t e d  
b e f o r e  t h e  1969 Annual  C o l l e g e - B u s i n e s s  Symposium, P r o v i d e n c e ,  Rhode 
I s l a n d ,  December 3,  1969.
•*U. S.  N a t i o n a l  Goals  R e s e a rc h  S t a f f ,  op .  c i t . , p .  27.
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p in g  p o i n t  o f  t o o  many o f  t h e i r  t e m pora ry  s o c i a l  t e n s i o n s ,  
so  t h a t  t h i s  s o c i e t y  which r e p r e s e n t s  m an 's  g r e a t e s t  s e c ­
u l a r  a c h iev em en t  sometimes seems t o  be on th e  edge o f  a 
n a t i o n a l  ne rvous  b reakdow n .^
A s u b s e q u e n t  o p i n i o n  s u r v e y  seems t o  v a l i d a t e  t h i s  i m p r e s s i o n .  When a
m a j o r i t y  o f  Americans  look  a t  t h e i r  own l i v e s ,  the  s u r v e y  c o n t e n d s ,
th e y  a r e  r e a s o n a b l y  c o n t e n t  w i t h  t h e i r  p r e s e n t  c o n d i t i o n s ,  and e x p r e s s
c o n f i d e n c e  t h a t  t h i n g s  w i l l  improve f o r  them. But beyond t h e i r  own
l i v e s ,  t h e  o u t l o o k  i s  n o t  e n c o u r a g i n g .  As th e  s u rv e y  p o i n t s  o u t :
When th e y  look  o u t  o f  th e  window beyond t h u i r  n e i g h b o rh o o d ,  
t h e y  a r e  l e s s  p l e a s e d  w i t h  what  th e y  s e e .  They w or ry  a b o u t  
r o t t i n g  c i t i e s ,  l u r k i n g  muggers ,  r i s i n g  p r i c e s ,  and p o l l u t e d  
w a t e r .  They a r e  s k e p t i c a l  a b o u t  t h e  g o v e rn m e n t ' s  a b i l i t y  
t o  be o f  much h e l p . ?
A c t u a l l y ,  th e  c o n ce rn  f o r  t h e  q u a l i t y  o f  l i f e  c o u ld  be t r a c e d  
t o  two main f a c t o r s .  F i r s t ,  t h e r e  i s  a w id e s p r e a d  q u e s t i o n  as to  the  
a b i l i t y  o f  t h e  en v i ro n m e n t  t o  a b s o r b  a l l  t h e  w a s t e  g e n e r a t e d  by ev e ry  
human a c t i v i t y .  In  a d d i t i o n ,  w h i l e  t h e  e a r t h ' s  r e s o u r c e s  a r e  s t i l l  o f  
v a s t  s u p p l y ,  th e y  a r e  n e v e r t h e l e s s ,  f i n i t e ,  and t h e r e  i s  an u n q u e s t i o n ­
a b l e  need t o  s e t  up p r i o r i t i e s  f o r  t h e i r  u s e .  B o u ld in g  u n d e r s c o r e d  
d r a m a t i c a l l y  t h e s e  a r e a s  o f  c o n c e r n  when he d i s c u s s e d  t h e  f u t u r e  o f  
what  he c a l l s  th e  " s p a c e s h i p  e a r t h . "  He c o n te n d s  t h a t  " tomorrow i s  no t  
o n ly  v e ry  c l o s e ,  b u t  in  many r e s p e c t s  i t  i s  a l r e a d y  h e r e . "  He a d d s :
The shadow o f  th e  f u t u r e  s p a c e s h i p ,  i n d e e d ,  i s  a l r e a d y  f a l ­
l i n g  o ve r  our  s p e n d t h r i f t  m e r r i m e n t .  Oddly enough,  i t
^Norman Macrae,  "The N e u r o t i c  T r i 1l i o n a i r e , "  A Supplement to  
The E c o n o m is t . Vol.  CCXXXI (May 10,  1969) ,  p .  11.
^ "O p in io n :  S p l i t  Views on A m e r i c a , "  Time, December 25 ,  1972, 
p .  12. The s u rv e y  was conduc ted  by th e  G a l lu p  P o l l  Survey  f o r  t h e  Po­
tomac A s s o c i a t e s ,  I n c . ,  t o  be p u b l i s h e d  in  a fo r th c o m in g  book S t a t e  of  
t h e  N a t i o n .
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seems t o  be in  p o l l u t i o n  r a t h e r  t h a n  i n  e x h a u s t i o n  t h a t  
t h e  p rob lem  i s  f i r s t  becoming s a l i e n t . 8
S econd ,  t h e r e  a r e  s h i f t s  i n  a t t i t u d e  i n  e v e r y  f i b e r  o f  s o c i e t y ,  and 
t h e r e  i s  a s t r o n g  t e n d e n c y  to  s t r e s s  " q u a l i t y  o v e r  mere q u a n t i t y ;  the  
i n d i v i d u a l  o v e r  t h e  o r g a n i z a t i o n ;  e q u i t y  and j u s t i c e  o v e r  economic e f ­
f i c i e n c y ;  p l u r a l i s m  and d i v e r s i t y  o v e r  u n i f o r m i t y  and c e n t r a l i s m ;  
p a r t i c i p a t i o n  o v e r  a u t h o r i t y ;  and p e r s o n a l  c o n v i c t i o n s  o v e r  dogm a."9 
E v i d e n t l y ,  a s i m i l a r  s i t u a t i o n  was found in  a s u rv e y  s p o n s o re d  by th e  
Potomac A s s o c i a t e s ,  I n c .  The s t u d y  c o n c l u d e s  t h a t  t h e  American p e o p le  
"seems t o  be s e a r c h i n g  f o r  a new p o l i t i c a l ,  s o c i a l ,  and economic p h i l o ­
s o phy ,  one t h a t  w i l l  i n f u s e  them w i t h  new p u r p o s e . ^
Q u a l i t y  o f  L i f e  i n  P e r s p e c t i v e
B e fo re  one can  d i s c u s s  th e  p e r s p e c t i v e  o f  t h e  q u a l i t y  o f  l i f e ,  
two p o i n t s  must be e x p l o r e d  and u n d e r s t o o d :  (1) t h e  Amer ican  commitment 
t o  q u a n t i t y  i s  t h e  backbone  o f  t h i s  s o c i e t y ,  and (2)  a me thodology f o r  
m e a s u r in g  th e  q u a l i t y  o f  l i f e  i s  im p r e c i s e  and m i s l e a d i n g .
Commitment t o  q u a n t i t y  - S o c i e t y ' s  commitment t o  q u a n t i t y  
o c c u p i e s  a s i g n i f i c a n t  p o r t i o n  o f  i t s  h i s t o r y .  The l i v e s  o f  t h e  fo u n d ­
i n g  f a t h e r s  have a lways  been c h a r a c t e r i z e d  by a c o n s t a n t  s t r u g g l e  to
®Kenneth E. B o u ld i n g ,  "The Economics o f  t h e  Coming S p a c e s h ip  
E a r t h , "  E n v i ro n m e n ta l  Q u a l i t y  i n  a Growing Economy. Essays  from th e  
S i x t h  RFF Forum, Henry J a r r e t t ,  e d . ( B a l t i m o r e ,  M ary land :  P r i n t e d  f o r
t h e  R e s o u rc e s  f o r  th e  F u t u r e ,  I n c .  by The John Hopkins P r e s s ,  1966) ,
p .  12.
9Day, op.  c i t .
1 0 " 0 p in io n :  S p l i t  Views on A mer ica ,  " o p . c i t . ,  p .  13.
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b e t t e r  t h e i r  e x i s t i n g  p o s s e s s i o n s  and w e l l - b e i n g .  As a r e s u l t ,  e c o ­
nomic g rowth  has  been c o n s i d e r e d  a v i r t u e  which  p r o v i d e s  a p o t e n t  f o r c e  
f o r  t h i s  n a t i o n ' s  enormous economic a c h i e v e m e n t .  Macrae summarizes  
t h i s  p o i n t  s u c c i n c t l y :
Amer icans  a r e  s t i l l  t w i t c h i n g  under  t h e  murmur o f  r e c e n t  
a n c e s t r a l  v o i c e s  down t h e s e  two o r  t h r e e  b a r e  g e n e r a t i o n s .
These  v o i c e s  have been t e l l i n g  them t h a t  i n  t h e  land  f r e e  
o f  European r e s i d u e s  o f  f e u d a l i s m ,  a l l  can  and s h o u ld  
d r i v e  fo rw ard  t o  g e t  t h i n g s  done - -  and s h o u ld  t h e n  hope 
i n  t u r n  t o  s e e  t h e i r  c h i l d r e n  a u t o m a t i c a l l y  s u r p a s s  them 
i n  e d u c a t i o n ,  o c c u p a t i o n  and p r o s p e r  i t y . l l
Economic g row th  has a lways  been  th e  overshadow ing  component o f  
t h i s  n a t i o n ' s  g o a l s ;  and th e  overwhelm ing  r o l e  o f  p r o f i t s  have become 
i n d i s p e n s a b l e .  The l a t e  P r e s i d e n t  John F. Kennedy p u t  i t  i n  t h i s  
m a n n e r :
I n  a f r e e  e n t e r p r i s e  s y s t e m ,  t h e r e  can  be no p r o s p e r i t y  
w i t h o u t  p r o f i t s .  We want a growing  economy and t h e r e  
can  be no g row th  w i t h o u t  i n v e s t m e n t  t h a t  i s  i n s p i r e d  
and f i n a n c e d  by p r o f i t s . 12
But i n  r e c e n t  y e a r s ,  t h e  c o n c e p t  o f  maximum economic growth  
has  become an a n a c h ro n i s m .  G a l b r a i t h  paved th e  way f o r  t h i s  t h o u g h t .
He a rg u e d  t h a t  t h e  e f f o r t s  o f  t h e  a f f l u e n t  s o c i e t y  have a lways  been 
d i r e c t e d  tow ards  t h e  p r o d u c t i o n  o f  m a t e r i a l  goods ,  and s i n c e  t h i s  g o a l  
has a l r e a d y  b een  a t t a i n e d ,  e f f o r t s  s h o u ld  be d i r e c t e d  and c h a n n e le d  
tow ards  t h e  en joym en t  o f  t h e  human l i f e . 13 A l though  c o u n t e r  a rgum en ts
l l M a c r a e ,  op.  c i t . . p .  25.
l^ J o h n  J .  S c a n l o n ,  'T h i n k i n g  Ahead:  How Much Should  a C o r p o r a t i o n  
E a r n ? , "  Harvard B u s in e s s  R ev iew . Vol XLV ( J a n u a r y - F e b r u a r y , 1967) ,  pp .  
4 f f .
*^John K. G a l b r a i t h ,  The A f f l u e n t  S o c i e t y  (B o s to n :  Houghton
M i f f l i n ,  I n c . ,  1958) ,  p .  51.
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have been p r e s e n t e d  t o  r e b u t  P r o f e s s o r  G a l b r a i t h ' s  t h e s i s ,  i t  i s  
a p p a r e n t  t h a t  t h e  n a t i o n  l i s t e n e d  t o  him. The s e v e n t i e s  marked a com­
m itm ent by th e  c u r r e n t  a d m i n i s t r a t i o n  tow ards  a b a l a n c e d  g ro w th ,  t h a t  
i s ,  q u a n t i t y  w i t h  q u a l i t y . 15 I n t e l l e c t u a l s  began  t o  q u e s t i o n  g row th ,  
p e r  s e .  I n  t h e i r  book,  The L i m i t s  o f  Growth . P r o f e s s o r  Dennis  S. Mead­
ows and h i s  a s s o c i a t e s  a t  The M a s s a c h u s e t t s  I n s t i t u t e  o f  Technology  
p r o v i d e d  a c l a s s i c  e v i d e n c e  a g a i n s t  g ro w th .  They co n c lu d e  t h a t  w i t h  a 
p o p u l a t i o n  g row th  o f  a b o u t  2 p e r c e n t ,  and an o u t p u t  e x p a n s io n  o f  ab o u t  
7 p e r c e n t ,  t h e  e a r t h ' s  n a t u r a l  r e s o u r c e s  w i l l  r u n  o u t  by m id - 2 1 s t  
c e n t u r y ,  and u l t i m a t e l y ,  th e  human r a c e  w i l l  p e r i s h . 16 This  r eexam ­
i n a t i o n  o f  g row th  has a f f e c t e d  t h e  o u t l o o k  o f  t h e  most a v i d  p r o p o n e n t  
o f  demand c r e a t i o n  and consum pt ion  - -  t h e  m a rk e t i n g  d i s c i p l i n e .  M a rk e t ­
ing  s c h o l a r s  a r e  now c o n c e rn e d  w i t h  r e s p o n s i b i l i t y  in  d i s t r i b u t i o n  as 
w e l l  as  r e s p o n s i b i l i t y  in  th e  consum pt ion  o f  goods and s e r v i c e s . 1?
F i n a l l y ,  t h e  e n e rg y  c r i s i s  has  p r o v i d e d  th e  most  overwhelming 
e v i d e n c e  o f  s o c i e t y ' s  a t t i t u d e  tow ards  p r o f i t s .  As Time o b s e r v e d :
. . . i t  was o b v io u s  t h a t  t h e  o i lm en  were  in  f o r  a rough 
t im e .  They found th e m s e lv e s  under  f i r e  f o r  a c c o m p l i s h -
l^ S ee  f o r  exam ple ;  Pau l  T. Homan, " G a l b r a i t h ' s  A f f l u e n t  S o c i e ­
t y , "  C a l i f o r n i a  Management R ev iew , Vol.  I  ( S p r i n g ,  1959) ,  pp .  97 -111 .
15u.  S.  N a t i o n a l  Goals  R e s e a r c h  S t a f f ,  op .  c i t . , p .  25.
l ^ D enn is  S. Meadows, D o n n e l l a  H. Meadows, J o r g e n  R a n d e r s , and 
W i l l i a m  W. B e h r e n s ,  I I I ,  The L i m i t s  o f  Growth (New York:  U n iv e r s e  
Books ,  1972) .
l?George  F i s k ,  " C r i t e r i a  f o r  a Theory o f  R e s p o n s i b l e  Consump­
t i o n , "  T h e _ J o u r j i a l _ j ) f J ^  Vol.  XXXVII ( A p r i l ,  1973) ,  pp .  24 -31 .
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ln g  what  has  long  been c o n s i d e r e d  th e  g o a l  o f  t h e  U. S. 
economic s y s t e m :  making a h ig h  p r o f i t . 18
M easur ing  t h e  Q u a l i t y  o f  L i f e
As m en t ioned  e a r l i e r ,  t h e  q u a l i t y  o f  l i f e  i s  a f u n c t i o n  of  
ones  s e n s e  o f  w e l l - b e i n g  o r  t h e  w e l l - b e i n g  o f  s o c i e t y .  Th i s  i n v o l v e s  
s o c i a l  v a l u e s ,  and p e o p l e  d i f f e r  i n  t h i s  r e s p e c t .  A f a m i l y ,  f o r  exam ple ,  
t h a t  has  been  r e s i d i n g  in  an a p a r t m e n t  b u i l d i n g  f o r  many y e a r s  may c o n ­
s i d e r  moving i n t o  a house  w i th  a lawn as  an improvement in  t h e  q u a l i t y  
o f  i t s  l i f e .  On t h e  o t h e r  hand ,  one would n o t  want  t o  mow th e  lawn 
may c o n s i d e r  such  a d e c i s i o n  as u n d e s i r a b l e .  Th is  d i v e r g e n c e  in  v a l u e s  
makes t h e  e v a l u a t i o n  o f  t h e  w e l l - b e i n g  o f  s o c i e t y  n o t  o n ly  d i f f i c u l t  
b u t  a l s o  complex in  te rms o f  s e t t i n g  up p r i o r i t i e s .
At t h e  p r e s e n t  t i m e ,  t h e  most  p o p u l a r  measure  o f  t h e  economic 
w e l l - b e i n g  o f  t h e  n a t i o n  i s  t h e  g r o s s  n a t i o n a l  p r o d u c t  (GNP). I t  
measures  o u t p u t ,  b u t  i t  does  n o t  measure  s a t i s f a c t i o n .  The GNP i s  s e n ­
s i t i v e  t o  t h e  p r o d u c t i o n  o f  goods and s e r v i c e s ,  b u t  i t  does  n o t  show 
w h e th e r  o r  n o t  t h e  p e o p l e  a r e  h e a l t h i e r  o r  h a p p i e r .  Thus ,  t h e r e  i s  an 
ex t rem e  need t o  d e v e l o p  a m e thodology  f o r  m e a s u r in g  and r e p o r t i n g  th e  
s a t i s f a c t i o n  o f  s o c i e t y .
One p o s s i b l e  way t o  measure  q u a l i t y  o f  l i f e  i s  t o  c o n d u c t  a 
c a r e f u l l y  d e s i g n e d  o p i n i o n  s u rv e y  upon which t o  d e v e l o p  an index  o f  
s a t i s f a c t i o n ,  h e a l t h ,  h a p p i n e s s ,  e t c . ,  o f  t h e  n a t i o n  c o u l d  be d e v e l o p e d .
1 8 " 0 i l  P r o f i t s  Under F i r e , "  T im e , F e b ru a ry  4 ,  1974,  pp .  32 -34 .  
See a l s o  James C. T a n n e r ,  "Success  S t o r y :  O i l  Companies '  P r o f i t s  f o r  
' 73  Are so  Good, T h e y ' r e  E m b a r r a s s i n g , "  The Wal l  S t r e e t  J o u r n a l .
J a n u a ry  21 ,  1974,  p .  I f f .
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The main a d v a n t a g e  o f  such  an index  i s  t h a t  i t  i s  s e n s i t i v e  t o  a t t i t u d i -  
n a l  s h i f t s  o f  s o c i e t y .  In  r e c e n t  y e a r s ,  numerous p o l l s  and su rv e y s  
have  come up w i t h  s i m i l a r  r e s u l t s  as  f a r  as  t h e  r a n k i n g  o f  s o c i a l  
i s s u e s  a r e  c o n c e r n e d .  Topping th e  l i s t  a r e  s o c i a l  i s s u e s  as  c r im e ,  
p o l l u t i o n ,  d ru g  a d d i c t i o n ,  h e a l t h  c a r e  and s i m i l a r  s o c i a l  c o n c e r n s .
Summary
Th is  s e c t i o n  has d e a l t  w i t h  t h e  i s s u e s  o f  th e  s o - c a l l e d  q u a l i ­
t y  o f  l i f e .  A par t  from th e  n eb u lo u s  and c o n f u s i n g  a s p e c t  of  th e  c o n c e p t ,  
t h e r e  has been  no m e a n in g fu l  a t t e m p t  t o  d e f i n e  i t .  C o n s e q u e n t ly ,  t h i s  
s t u d y  d e f i n e s  q u a l i t y  o f  l i f e  as  th e  s t a t e  o f  a f f a i r s  ( o r  o n e ' s  s e n s e  
o f  w e l l - b e i n g )  o f  s o c i e t y  as  p e r c e i v e d  by a p e r s o n  o r  g roups  of  p e r s o n s .  
U ndersco red  in  t h i s  d e f i n i t i o n  is  the  idea t h a t  a p e r s o n ' s  s e n s e  of  
w e l l - b e i n g  depends  on h i s  p e r c e p t i o n  o f  r e a l i t y ,  which may be f a u l t y .
L i k e w i s e ,  em phasized  in t h i s  d i s c u s s i o n  i s  t h e  a t t i t u d i n a l  
s h i f t  t h a t  i s  o c c u r r i n g  in  our s o c i e t y  t o d a y .  This  i s  m a n i f e s t e d  by a 
change  o f  c o n c e rn  from q u a n t i t y  t o  q u a l i t y ,  a t r e n d  which  i s  d i r e c t l y  
opposed  t o  th e  h i s t o r i c a l  commitment t o  q u a n t i t y  o f  t h i s  n a t i o n .
The i n e x i s t e n c e  o f  a p r e c i s e  measurement o f  t h e  w e l l - b e i n g  o f  
s o c i e t y  has c r e a t e d  s e r i o u s  p rob lem s  f o r  p o l i c y  m a ke r s .  C o n s e q u e n t ly ,  
t h i s  s t u d y  p ro p o s e s  th e  use  of  o p i n i o n  s u r v e y s  upon which  an index o f  
s a t i s f a c t i o n ,  h e a l t h ,  h a p p i n e s s ,  w e l l - b e i n g ,  e t c . ,  o f  tlie n a t i o n  can be 
d e v e l o p e d .  These s u r v e y s  have th e  a d v a n t a g e  ot b e i n g  s e n s i t i v e  to  
s h i f t s  in  s o c i e t y ' s  a t t i t u d e s .
The nex t  s e c t i o n  w i l l  d i s c u s s  th e  r e l e v a n t  i s s u e s  of  th e  c o n ­
c e p t  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .
I I .  SOCIAL RESPONSIBILITY: A CORPORATE DILEMMA
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The p r e c e d i n g  d i s c u s s i o n  has d e a l t  w i th  th e  p e r v a s i v e  i s s u e s  
o f  th e  q u a l i t y  o f  l i f e  which f o r c e  t h e  r e a p p r a i s a l  o f  th e  b a s i c  c l a s ­
s i c a l  economic m ode ls .  I n c l u d e d  in  t h i s  r e e x a m i n a t i o n  i s  a s c r u t i n y  
o f  t h e  r o l e s  p la y e d  by th e  v a r i o u s  i n s i t u t i o n s  i n  ou r  s o c i e t y  t o d a y .
As a r e s u l t ,  a c a t c h a l l  c o n c e p t  - -  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  - -  
s u r f a c e d .
Th i s  s e c t i o n  w i l l  d i s c u s s  t h e  r e l e v a n t  i s s u e s  o f  c o r p o r a t e  
s o c i a l  r e s p o n s i b i l i t y  as  t h e y  a f f e c t  th e  e x i s t i n g  c o r p o r a t e  e n v i ro n m e n t .  
The d i s c u s s i o n  w i l l  b e g in  by exam in ing  th e  r o l e  o f  t h e  c o r p o r a t i o n  in  
a modern s o c i e t y .  C o n s e q u e n t ly ,  t h e  c o n f l i c t i n g  views o f  t h e  c o n c e p t
l^The l i t e r a t u r e  on th e  r o l e  o f  the  c o r p o r a t i o n  in  a modern 
s o c i e t y  and on th e  i s s u e s  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  has  i n ­
c r e a s e d  t r e m e n d o u s ly  in  t h e  l a s t  t e n  y e a r s  o r  s o .  In  a d d i t i o n  t o  the  
books  w r i t t e n  by such  a u t h o r s  as  John K. G a l b r a i t h ,  P e t e r  D rucke r ,
P h i l i p  Blumberg,  George S t e i n e r ,  Jo se p h  McGuire and many o t h e r s ,  e x c e l ­
l e n t  a r t i c l e s  on t h e  s u b j e c t  can  be found in  t h e  i s s u e s  o f  such  
p u b l i c a t i o n s  a s  C a l i f o r n i a  Management R e v ie w , The C o n fe r e n c e  Board 
R e c o r d . B u s in e s s  and S o c i e t y  R e v ie w , Harvard B u s i n e s s  R ev iew , MSU B u s i ­
n e s s  T o p i c s . B u s in e s s  H o r i z o n s , and o t h e r s .  R e c e n t l y ,  t h e  N a t i o n a l  
A f f i l i a t i o n  o f  Concerned  B u s in e s s  S t u d e n t s  (NACBS) p u b l i s h e d  a b i b l i ­
ography  on th e  s u b j e c t .  L i k e w i s e ,  Bank o f  America i s  in  th e  p r o c e s s  o f  
c o m p i l i n g  a s i m i l a r  b i b l i o g r a p h y .  A number o f  d i s s e r t a t i o n s  were 
w r i t t e n  e i t h e r  s p e c i f i c a l l y  o r  d e v o t i n g ,  t o  some e x t e n t ,  a d i s c u s s i o n  
on t h e  m a t t e r .  The most  s i g n i f i c a n t  o f  t h i s  w r i t i n g  was a u t h o r e d  by 
Van Cook McGraw, "An A n a l y s i s  o f  t h e  S o c i a l  R e s p o n s i b i l i t i e s  o f  B u s in e s s  
M a n a g e r s , "  an u n p u b l i s h e d  d i s s e r t a t i o n ,  L o u i s i a n a  S t a t e  U n i v e r s i t y ,
1966. R e s e a rc h  g roups  have p u b l i s h e d  c e r t a i n  m a t e r i a l s  on the  s u b j e c t .  
Prominen t  o f  t h e s e  r e s e a r c h  g roups  a r e  th e  C o u n c i l  o f  Economic D eve lop ­
ment,  C o u n c i l  o f  Economic P r i o r i t i e s ,  C o u n c i l  o f  T rends  and P e r s p e c t i v e  
(a g roup  o r g a n i z e d  bv th e  U. S. Chamber o f  Commerce), t h e  i n s u r a n c e  
i n d u s t r y ' s  C l e a r i n g h o u s e  on C o r p o r a t e  S o c i a l  R e s p o n s i b i l i t y ,  and a few 
o t h e r s .
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w i l l  be a n a l y z e d ,  and a rguments  w i l l  be f o r m u l a t e d  t o  s t r e n g t h e n  the  
c a s e  f o r  c o r p o r a t e  s o c i a l  in v o lv e m e n t  t h ro u g h  t h e  f o r m u l a t i o n  o f  s o c i a l  
and economic r a t i o n a l e  fo r  t h e  c o n c e p t .  M oreover ,  a r  o p e r a t i o n a l  
d e f i n i t i o n  o f  th e  c o r c e p t  w i l l  be o f f e r e d ,  and s e t s  o f  c r i t e r i a  f o r  
e s t a b l i s h i n g  th e  l i m i t s  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  w i l l  b-- 
d e v e lo p e d  f o r  s e t t i n g  up s o c i a l  program p r i o r i t i e s .
The Modern C o r p o r a t i o n  in  a F re e  S o c i e t y
The modern c o r p o r a t i o n  i s  a s o c i a l  i n s t i t u t i o n .  I t  i s  a t o o l ,  
and th e  n e r v e - c e n t e r  o f  v i r t u a l l y  e v e ry  economic i n t e r a c t i o n  and co o p ­
e r a t i o n  among s o c i e t y  s egm en ts .  T h e r e f o r e ,  i t s  e x i s t e n c e  i s  n o t  a r a n ­
dom p r o c e s s ;  i t  e x i s t s  to  s e r v e  a s p e c i f i c  p u r p o s e ,  and ' i t s  e x i s t e n c e  
and d e c i s i o n s  can be j u s t i f i e d  on ly  i n s o f a r  as  th e y  s e r v e  p u b l i c  or  
s o c i a l  p u r p o s e s .20
W i l l i am  T. G o s s e t t ,  a former  v i c e - p r e s i d e n t  and g e n e r a l  c ounse l
o f  Ford Motor Company has t h i s  to  say  a b o u t  th e  modern c o r p o r a t i o n :
The modern c o r p o r a t i o n  i s  u s o c i a l  and economic i n s t i t u t i o n  
t h a t  to u c h e s  e v e r y  a s p e c t  o f  ou r  way o f  l i f e .  Dur ing  th e  
p a s t  50 y e a r s ,  i n d u s t r y  in  c o r p o r a t e  form has moved from 
th e  p e r i p h e r y  to  th e  very  c e n t e r  o f  our  s o c i a l  and economic 
e x i s t e n c e .  I n d e e d ,  i t  i s  no t  i n a c c u r a t e  to  say  t h a t  we 
l i v e  in  a c o r p o r a t e  s o c i e t y . 21
In  a modern i n d u s t r i a l  s o c i e t y ,  t h e  b a s i c  economic c o n c e rn  o f  
a l l  s e c t o r s  i s  t h e  p r o d u c t i o n  o f  goods and s e r v i c e s .  Th is  i n v o l v e s  th e  
o r g a n i z a t i o n  and c o o r d i n a t i o n  o f  v a s t  r e s o u r c e s  - -  men, m a t e r i a l s ,  and
20kob e r f  A. Dahl ,"A P r e lu d e  t o  C o r p o r a t e  R e fo rm ,"  b u s i n e s s  and 
S o c i e t y  Rev iew , No. 1 ( S p r i n g ,  1972) ,  p .  17.
21Wi11 iam T. G o s s e i t ,  C o r p o r a t e  C i t i z e n s h i p  ^Washington & Lee 
U n i v e r s i t y ,  1957) ,  p.  15 / .
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machines  - -  th e  s u c c e s s  o f  which i s  gauged in  terras o f  p r o d u c t i v i t y ,  
p r o f i t a b i l i t y  and g r c w tn .  Th i s  o r g a n i z i n g  d e v i c e  i s  t h e  modern c o r p o r ­
a t i o n  which i s  c o n s i d e r e d  as  one o f  " th e  most i m p o r t a n t  changes  in man 's  
s o c i a l  h i s t o r y . "22
For  many o f  i t s  members ( l i k e  t h e  m anagers ,  e m p loyees ,  ow ners ,  
e t c . ) ,  t h e  modern c o r p o r a t i o n  i s  a l i f e t i m e  e x p e r i e n c e .  T h e r e f o r e ,  i t s  
commitment to  the  p r o d u c t i o n  of  goods and s e r v i c e s  i s  no l o n g e r  an a l l -  
encom pass ing  o b j e c t i v e .  T h i s  goa l  has to  ' e  t a l a n c o d  w i t h  p r o v i d i n g  a 
s a t i s f a c t o r y  way o f  l i f e  f o r  i t s  c o n s t i t u e n t s ,  a i d  t h e  a t t a i n m e n t  of  
t h e  g o a l s  and a s p i r a t i o n s  o f  s o c i e t y  as a w ho le .
As a s o c i a l  i n s t i t u t i o n ,  th e  c o r p o r a t i o n  i s  e n d u r i n g .  in  i n s ­
t a n c e s  where the t r a d i t i o n a l  l i e s  o f  s o c i e t y  have d i s i n t e g r a t e d ,  the  
modern c o r p o r a t i o n  has ta k en  t l e i r  p l a c e s .  D a n ie l  B e l l  summarizes  t h i s  
p o i n t  in  t h i s  manner:
. . . T o  th e  e x t e n t  t h a t  the  t r a d i t i o n a l  s o u r c e s  o f  s o c i a l  
s u p p o r t  ( t h e  s m a l l  town, c h u r c h ,  and f a m i l y ) ,  have crum­
b le d  i n  s o c i e t y ,  new k in d s  of  o r g a n i z a t i o n ,  p a r t i c u l a r l y  
th e  c o r p o r a t i o n ,  have: t a k e n  t h e i r  p l a c e ;  and t h e s e  
i n e v i t a b l y  become th e  a r e n a s  in  which demands f o r  s e c u r i t y ,  
j u s t i c e  and e s t e e m  a r e  m a d e .24
In  l e g a l  p a r l a n c e ,  th e  c o r p o r a t i o n  has a j u r i d i c a l  l i f e  whose 
e x i s t e n c e  i s  in the  a b s t r a c t .  Th i s  l e g a l i s t i '  view o f  t h e  c o r p o r a t i o n  
i s  a p p r o p r i a t e  only  in so f a r  as  i t s  t r a d i t i o n a l  r o l e  i s  r e l e v a n t .
22pe t er  D ru c k e r ,  The Concept  o f  t h e  C o r p o r a t i o n  (New York:
The New American L i b r a r y ,  1964) ,  p.  v i i .
23Dan i e 1 P.e 1 1 , "The (.'ouing o f  Pos t  I n d u s t r i a l  S o c i e t y , "  Bus i ness 
and S o c i e t y  Review/Li n o v a t i o n , No. 5 ( S p r i n g ,  1()73) ,  p.  17.
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As t h e  c o r p o r a t i o n  moves from th e  econom iz ing  mode to  s o c L o l o g i z i n g  
m o d e , i t s  a b s t r a c t  e x i s t e n c e  l o s s e s  i t s  meaning f o r  th e  c o r p o r a t i o n ' s  
i n s t i t u t i o n a l i z e d  c h a r a c t e r  has  been moved from th e  a b s t r a c t  t o  some­
t h i n g  r e a l .  Such c o r p o r a t e  r e a l i t i e s  a r e  f e l t  by s o c i e t y  as  i n d i v i d u a l  
d e c i s i o n s  a r e  made in th e  m a r k e t p l a c e .  In  r e c e n t  c o u n t s ,  ab o u t  two- 
t h i r d s  o f  t h e  n o n - a g r i c u l t u r a 1 p r o d u c t i v e  a s s e t s  o f  t h e  n a t i o n  a r e  under  
t h e  c o n t r o l  o f  th e  f i r s t  500 l e a d i n g  c o r p o r a t i o n s .26  i n 1970, they  
employed 14 .6  m i l l i o n  w o r k e r s ,  o r  more th a n  75 p e r c e n t  o f  a l l  employment 
i n  m a n u f a c t u r i n g . 27 T h i s  v a s t  c o n c e n t r a t i o n  of  b u s i n e s s  power mesmerized 
t h e  s k e p t i c s .  Ralph  Nader ,  f o r  one ,  a rg u e s  thaL the  c o r p o r a t i o n  d e r i v e s  
i t s  s t r e n g t h  a t  t h e  o u t s e t  from what  i t  g e t s  n o t  from what  i t  r e c e i v e s .
He p o i n t e d  o u t  th a t  " i t s  i n h e r e n t l y  a c q u i s i t i v e  n a t u r e  p e r m i t s  easy  
j u s t i f i c a t i o n  f o r  wide d i s c r e t i o n  as t o  when and how to  use  o r  not  to  
use th e  many p e r m u t a t i o n s  o f  i t s  p o w e r . "2® In t h i s  s e n s e ,  c o n c lu d e s
25Da n i e l  B e l l  d e f i n e d  econom iz ing  mode as the  s c i e n c e  of  the  
b e s t  a l l o c a t i o n  o f  s c a r c e  r e s o u r c e s  among co m p e t in g  e n d s .  Th i s  i s  a 
t e c h n i q u e  o f  r e d u c i n g  " w a s t e s . "  The c o n d i t i o n s  o f  econom iz ing  a r e  a 
m a rk e t  mechanism which f u n c t i o n s  as  an a r b i t e r  o f  a l l o c a t i o n  and a p r i c e  
s y s t e m  which i s  r e s p o n s i v e  to  the  .supply and demand p a t t e r n s ,  S o c i o l -  
o g i z i n g  mode r e f e r s  to  the  e f f o r t  t o  judge  a s o c i e t y ' -  needs in a more 
c o n s c i o u s  f a s h i o n  anc i s  based  o r  a c e r t a i n  c o n c e p t i o n  o f  t h e  " p u b l i c  
i n t e r e s t . "  I b i d . ,  p .  14.
2 6 jo s e p h  W. McGuire,  B u s in e s s  and S o c i e t y  (New York: McGraw-
H i l l  Book Company, I n c . ,  1963) ,  p.  137.
2 7 B e l l ,  o p . c i t . ,  p .  6.
28Raiph Nader ,  "The F ree  Market  and O th e r  M y th s , "  B u s in e s s  and 
S o c i e t y  R ev iew , No. 2 (Sumner,  1972) ,  p.  29.
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R o b er t  Dahl ,  t h e  modern c o r p o r a t i o n  s h a l l  be viewed a s  a p o l i t i c a l  
sy s t e m  whose l e a d e r s  e x e r c i s e  g r e a t  power ,  i n f l u e n c e  and c o n t r o l  over  
o t h e r  human b e i n g s . 29
On th e  o t h e r  hand ,  th e  wide d i s c r e t i o n  and t h e  economic power 
which  c o r p o r a t i o n s  p o s s e s s  can be h a r n e s s e d  towards  t h e  a t t a i n m e n t  of  
s o c i a l  g o a l s .  Th i s  a l l o w s  th e  c o r p o r a t i o n  t o  p e r p e t u a t e  i t s e l f  no t  
on ly  in  te rms o f  i t s  economic m o t iv e s  b u t  a l s o  i n  te rm s  o f  th e  e x p e c t a ­
t i o n s  o f  s o c i e t y .  However,  in  making i t  r e s p o n s i v e  to  such  e x p e c t a t i o n ,  
i t  i s  i m p e r a t i v e  t h a t  the  modern c o r p o r a t i o n  s h o u ld  n o t  j u s t  be a 
" r e c e i v e r "  o f  s o c i e t y ' s  e x p e c t a t i o n s ,  a l t h o u g h ,  i t  i s  a t o o l  o f  a t t a i n ­
in g  them. I t  sh o u ld  work towards  a m u t u a l i t y  o f  pu rp o s e  w i t h  s o c i e t y .  
A ccep tance  o f  an e x p e c t a t i o n  s h a l l  n o t  promote or  r e s u l t  in  p a s s i v i t y  
on th e  p a r t  o f  the  c o r p o r a t i o n .  I t  must a r t i c u l a t e  th e  l o g i c  o f  t h e s e  
e x p e c t a t i o n s  as w e l l  as  t h e i r  p o s s i b l e  ou tcom es .  As Day p o i n t e d  o u t :
As a microcosm o f  s o c i e t y ,  a c o r p o r a t i o n  must r e f l e c t  a l l  
o f  t h a t  s o c i e t y ' s  s h a r e  v a l u e s  - -  s o c i a l ,  m o r a l ,  p o l i t i c a l ,  
and l i g a l  as  w e l l  a s  economic .  I t  must  change  as  s o c i e t y  
c h a n g e s ;  bu t  as  a dynamic i n s t i t u t i o n ,  i t  can  a l s o  s e e k  
t o  i n f l u e n c e  the  u l t i m a t e  form and e x p r e s s i o n  o f  th o s e  
c h a n g e s .3Q (Emphasis  a d d e d ) .
C o n f l i c t i n g  Views on B u s in e s s  Invo lvem en t  
on S o c i a l  I s s u e s
While t h e  r o l e  o f  the  modern c o r p o r a t i o n  i s  under  c a r e f u l  
s c r u t i n y ,  t h e  r e s p o n s i b i l i t y  of  b u s i n e s s  as a whole in  p ro m o t in g  s o c i a l  
g o a l s ,  o t h e r  than  the  p r o f i t  m o t iv e ,  i s  the  s u b j e c t  o f  a r a g i n g  c o n t r o -
^ D a h l ,  o p . c i t . ,  p .  18.
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v e r s y  under  th e  l a b e l  o f  " c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y . "  The b a s i c  
i s s u e  l i e s  on th e  q u e s t i o n  as  to  what  c o n s t i t u t e s  the  o p t i m a l  s o c i a l  
r o l e  o f  a b u s i n e s s  e n t e r p r i s e .  There  a r e  e s s e n t i a l l y  two i d e o l o g i c a l  
p o s i t i o n s  in  t h i s  d e b a t e :  th e  f r e e  e n t e r p r i s e  c r e e d  or  th e  " c l a s s i c a l "  
v iew and th e  s o c i a l  r e s p o n s i b i l i t y  c r e e d  o r  th e  " m a n a g e r i a l "  v iew.
F re e  e n t e r p r i s e  c r e e d  - Headed by th e  co n tem p o ra ry  e c o n o m is t ,  
M i l to n  F r iedm an,  the  f r e e  e n t e r p r i s e  c r e e d  upho lds  Adam S m i t h ' s  t h e s i s  
t h a t  a l l  b u s i n e s s  f irms s e r v e  the  t o t a l  s o c i e t y  by e a r n i n g  th e  g r e a t e s t  
p o s s i b l e  p r o f i t  w i t h i n  the  e x i s t i n g  l e g a l  and e t h i c a l  framework.  In 
t h i s  p u r s u i t  o f  maximum p r o f i t s ,  the  c o r p o r a t i o n  i s  gu ided  by an " i n ­
v i s i b l e  hand"  which r e s u l t  in  th e  maximum good f o r  s o c i e t y  th ro u g h  th e  
f u n c t i o n i n g  o f  c o m p e t i t i v e  f o r c e s  in  the  m a r k e t p l a c e .  U ndersco red  in  
t h i s  c r e e d  i s  the  f a c t  t h a t  f i rm s  have to  p u r s u e  maximum p r o f i t s  and ,  
t h e r e f o r e ,  any d e v i a t i o n  from i t  in  terms o f  p u r s u i n g  o t h e r  g o a l s  w i l l  
i m p e r i l  the  " i n v i s i b l e  h a n d . "  In  summariz ing  th e  " c l a s s i c a l "  s c h o o l ,  
Economist  R o b e r t  L. l l e i l b r o n e r  quo ted  a 1926 d i s c i p l e :  " I t  i s  i n c o n c e i v ­
a b l e  to  a 100 p e r c e n t  American t h a t  anyone e x c e p t  a n u t  s h o u ld  g iv e  
s o m e th ing  f o r  n o t h i n g . "31
A c c e p t in g  i t s  a s s u m p t i o n s ,  th e  l o g i c  o f  t h e  " c l a s s i c a l "  a r g u ­
ment i s  a lm o s t  f a u l t l e s s ;  b u t  the  d e m o c r a t i c  m a r k e t p l a c e  c o n c e iv e d  by 
Adam Smith  in  c o n s t r u c t i n g  th e  " i n v i s i b l e  hand"  was a s o c i e t y  o f  s m a l l  
E n g l i s h  m e rc h an ts  competing  w i th  each  o t h e r  in  th e  18th  c e n t u r y .  Today,  
t h a t  wor ld  no lo n g e r  e x i s t s ,  and t h e r e f o r e ,  t h e  r e a l i t y  o f  t h e  b a s i c  
a s s u m p t io n  o f  the  " c l a s s i c a l "  argument i s  based on f a n t a s y  and make-
"The I d e o l o g i c a l  Debate D iv id i n g  B u s in e s s m e n , "  B u s in e s s  Week, 
Sep tember 12,  1964, p.  201.
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b e l i e v e .
S o c i a l  r e s p o n s i b i l i t y  c r e e d  - The p r o p o n e n t s  o f  t h i s  c r e e d  
ho ld  t h a t  th e  f ; : e e - e n t e r p r i s e , m ax im um -pro f i t  p h i l o s o p h y  i s  an a n a c h ­
ro n i s m ;  and t h a t  i t  makes no s e n s e  in  t o d a y ' s  s o c i e t y  where huge c o r p o r ­
a t i o n s  p l a y  n o t  o n ly  a v i t a l  economic r o l e  b u t  a l s o  an i m p o r t a n t  
p o l i t i c a l  and s o c i a l  r o l e s . 32 po r  t h e  " m a n a g e r i a l "  v ie w ,  p r o f i t  i s  a 
means t o  an end;  no t  an end in  i t s e l f .  As Jo se p h  McGuire n o t e d ,  the  
men who a d h e r e  t o  th e  s o c i a l  r e s p o n s i b i l i t y  d o c t i n e  r e c o g n i z e  t h a t  they  
a r e  men f i r s t  and bus in es s m en  s e c o n d . 33
The managers o f  l a r g e  c o r p o r a t i o n s  o p e r a t e  in  an e x t r e m e l y  
complex en v i ro n m e n t  to  th e  e x t e n t  t h a t  c e r t a i n  r e s u l t s  o f  a d e c i s i o n  a r e  
o f t e n  u n i n t e n d e d .  Q u i t e  o f t e n ,  t h e r e f o r e ,  t h e  co n seq u en c es  o f  a d e c i ­
s i o n  a r e  i n n i m i c a l  to  the* p u b l i c  i n t e r e s t .  C o n s e q u e n t ly ,  i t  s h o u ld  be 
r e c o g n i z e d  t h a t  s o c i a l  r e s p o n s i b i l i t y  i s  a f a c t o r  imbedded in  the  
d e c i s i o n - m a k i n g  p r o c e s s .  J e r r y  L. Kinard  n o t e s  t h i s  p o i n t  v i v i d l y :
A b u s i n e s s  e n t e r p r i s e  c a n n o t  o p e r a t e  w i t h o u t  r e g a r d  f o r  
th e  s o c i e t y  which s e r v e s  i t s  needs  and w h ich ,  in  t u r n ,  
i s  s e r v e d  by i t s  o p e r a t i o n s .  As a b u s i n e s s  f i rm  grows 
in  s i z e ,  i t s  r e s p o n s i b i l i t i e s  t a k e  on new m ean ings .  When­
e v e r  a l e a d i n g  f i rm  t a k e s  a c t i o n ,  i t s  d e c i s i o n  a f f e c t s  
t h e  economy and r e v e r b e r a t e s  th r o u g h o u t  t h e  s o c i a l  s t r u c ­
t u r e .  A d e c i s i o n  by a majo r  c o n c e rn  t o  expand or  c u r t a i l  
p r o d u c t i o n ,  f o r  example ,  may p r e c i p i t a t e  an economic 
boom o r  a r e c e s s i o n  no t  o n ly  w i t h i n  i t s  immedia te l o c a l i t y  
b u t  a l s o  th r o u g h o u t  the  n a t i o n . 34
32I b i d .
McGuire,  op.  c i t . ,  p .  147.
o /
J e r r y  L. K in a rd ,  "A Survey  o f  I n d u s t r i a l  C o r p o r a t e  E x e c u t i v e s '  
A t t i t u d e s  Toward S o c i a l  R e s p o n s i b i l i t y "  ( u n p u b l i s h e d  d o c t o r a l  d i s s e r t a ­
t i o n ,  M i s s i s s i p p i  S t a t e  U n i v e r s i t y ,  A ugus t ,  1 971 ) ,  p .  80.
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But th e  " m a n a g e r i a l "  view i s  n o t  f r e e  from i t s  own c r i t i c s ,  
i n d e p e n d e n t  from the  " c l a s s i c a l "  s c h o o l .  These  c r i t i c s  r e j e c t  com­
p l e t e l y  t h e  " c l a s s i c a l "  view w h i l e  d i s a g r e e i n g  w i t h  t h e  a rgum en ts  of  
th e  " m a n a g e r i a l "  s c h o o l .  They a c c e p t  th e  p r o p o s i t i o n  t h a t  b u s i n e s s  has 
to  p l a y  an im p o r t a n t  r o l e  i n  r e a l i z i n g  s o c i a l  g o a l s ,  b u t  t h e y  a r e  s k e p ­
t i c a l  a b o u t  t h i s  c o r p o r a t e  invo lv em en t  b e c a u se  they  (1)  f e a r  a b o u t  the  
add i t  i o n a l  power which th e  c o r p o r a t i o n  may a c q u i r e ;  (2) q u e s t i o n  the  
l e g i t i m a c y  o f  c o r p o r a t e  power e x e r c i s e d  by th e  m a n a g e r s , ;  (3) q u e s t i o n  
th e  c h o i c e  o f  c o r p o r a t e  a c t i v i t y  which i s  u n i l a t e r a l ,  and n o t  d e m o c r a t ­
i c a l l y  d e t e r m i n e d ;  and (4) f e a r ,  most  o f  a l l ,  what  th e y  c a l l  a " c o r p o r ­
a t e  s t a t e . "  35
The above views a r e  de fen d e d  c o n v i n c i n g l y  by t h e i r  p r o p o n e n t s ;  
no t  m e n t io n i n g  th e  t a c t  t h a t  th e y  a r e  l e a d e r s  in  t h e i r  r e s p e c t i v e  d i s ­
c i p l i n e s .  36 Bu t  t h e r e  a r e  1 laws in t h e i r  a rguments  which need t o  be 
a r t i c u l a t e d  t o  a p p r e c i a t e  f u l l y  t h e  c o n t r o v e r s y .  T h i s  w i l l  be a t t e m p t ­
ed in the  l a t e r  s e c t i o n  o f  t h i s  d i s c u s s i o n ,  bu t  f i r s t  t h e  u rgency  o f  a
3 5ott  ler  r e a s o n s  were  c i t e d  by P r o f e s s o r s  Cooper and R a ibo rn  
in  a p a p e r  p r e s e n t e d  a t  the  annua l  m e e t in g  o f  t h e  Amer ican A ccoun t ing  
A s s o c i a t i o n  in  Summer, 1972. See S. K. Cooper and M i t c h e l l  R a i b o r n ,  
"A ccoun t ing  fo r  C o r p o r a t e  S o c i a l  R e s p o n s i b i l i t y , "  Paper  p r e s e n t e d  b e f o r e  
the  1972 Annual  M eeting  o f  t h e  American A cco u n t in g  A s s o c i a t i o n ,  S a l t  
Lake C i t v ,  Summer, 1972.
36The " c l a s s i c a l "  view c a r r i e s  such  names as M i l t o n  F r iedm an,  
Michae l  H a r r i n g t o n ,  Theodore L e a v i t t ,  and s c o r e s  o f  b u s in e s s m e n ;  on the 
" m a n a g e r i a l "  v iew,  such  names as P e t e r  D rucke r ,  Adolph B e r l e ,  John K. 
G a l b r a i t h ,  K e i th  D a v i s ,  P h i l i p  Blumberg ,  Danie l  Moynihan and c o u n t l e s s  
l e a d i n g  names in b u s i n e s s  and th e  academic  w o r ld .  Those r a i s i n g  the 
d a n g e r s  of  a " c o r p o r a t e  s t a t e "  a r e  m o s t ly  young and t a l e n t e d  a c t i v i s t s  
l i k e  Ra1pii N ader ,  La r rv  F i n k e l s t e i n  o f  the  N a t i o n a l  Committee on Govern­
ment S e c r e c y ,  and many o t i i e r s  who a r e ,  a t  th e  moment, t a k i n g  a low 
p r o f i l e ,  b u t  m a i n t a i n i n g  c o n s i d e r a b l e  p r e s s u r e  on l e a d i n g  government  
f i g u r e s  in Washington .
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c o n c e p t u a l  and o p e r a t i o n a l  u n d e r s t a n d i n g  o f  t h e  c a t c h a l l  " c o r p o r a t e  
s o c i a l  r e s p o n s i b i l i t y "  has t o  be overcome.
Meaning o f  C o r p o r a t e  S o c i a l  R e s p o n s i b i l i t y
S o c i a l  r e s p o n s i b i l i t y  i s  a n eb u lo u s  c o n c e p t  t h a t  l a c k s  
p r e c i s e  d e f i n i t i o n .  P h i l  D r o t n i n g ,  t h e  d i r e c t o r  o f  s o c i a l  r e s p o n ­
s i b i l i t y  a t  S ta n d a rd  O i l  Company ( I n d i a n a ) ,  and c o n s i d e r e d  one 
o f  th e  l e a d i n g  a u t h o r i t i e s  on t h i s  s u b j e c t  i n  th e  c o u n t r y  t o d a y ,  
com pla ined  b e f o r e  t h e  S c h o l a r  Program p a r t i c i p a n t s  o f  th e  
N a t i o n a l  A f f i l i a t i o n  o f  Concerned B u s in e s s  S t u d e n t s  (NACBS),J /  
t h a t  h i s  company i s  d e e p l y  in v o lv e d  in  t h i s  c o n c e p t  w i t h o u t  h av in g  
a c l e a r  d e f i n i t i o n  o f  what  i t  i s .  W i l l i a m  C. N o r r i s ,  P r e s i d e n t  o f  
C o n t r o l  Data C o r p o r a t i o n ,  summar izes t h e  t y p i c a l  b u s i n e s s m a n ’ s view 
of  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y :
The te rm  s o c i a l  r e s p o n s i b i l i t y  can  be i n t e r p r e t e d  / i n /  
many ways .  My d e f i n i t i o n  may be d i f f e r e n t  from y ou rs  . . . .
U l t i m a t e l y ,  s o c i a l  r e s p o n s i b i l i t i e s  must be b e t t e r  
d e f i n e d  so  t h a t  c o r p o r a t i o n s  know t h e i r  o b l i g a t i o n s  to  
s o c i e t y .  There  a r e  many complex and o f t e n  c o n f l i c t i n g  
r e q u i r e m e n t s .  C o r p o r a t e  r e s o u r c e s  a r e  n o t  n e a r l y  l a r g e  
enough t o  s o l v e  a l l  t h e  p ro b le m s ,  b u t  I b e l i e v e  c o r p o -
The N a t i o n a l  A f f i l i a t i o n  o f  Concerned B u s in e s s  S t u d e n t s  
(NACBS) i s  a g roup  composed o f  b u s i n e s s  s t u d e n t s  and f a c u l t y  members 
from t h e  l e a d i n g  b u s i n e s s  s c h o o l s  in  t h e  c o u n t r y  as w e l l  as  l e a d i n g  
f i g u r e s  from v a r i o u s  d i s c i p l i n e s  who a r e  p r o p a g a t i n g  th e  s o c i a l  
r e s p o n s i b i l i t y  c r e e d .  R e c e n t l y ,  i t  la unched  a p r o j e c t ,  t h e  S c h o l a r  
Program, s u p p o r t e d  by th e  Ford F o u n d a t i o n ,  whereby s i x  b u s i n e s s  
s t u d e n t s  ( t h i s  w r i t e r  i s  one o f  t h e  " s c h o l a r s " ) ,  from t h e s e  l e a d i n g  
b u s i n e s s  s c h o o l s  were s e l e c t e d  to  work w i t h  s i x  l a r g e  companies  t o  
f i n d  a s o l u t i o n  t o  th e  prob lems  e n c o u n t e r e d  in  p u r s u i n g  t h e i r  s o c i a l l y -  
r e l e v a n t  p r o j e c t s .  P h i l  D r o tn in g  i s  t h e  head o f  t h e  g roup t h a t  r e p r e ­
s e n t s  t h e  s i x  p a r t i c i p a t i n g  com panies .
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r a t i o n s  want t o  h e l p ,  n o t  o n ly  b e c a u s e  o f  a l t r u i s t i c  
r e a s o n s  b u t  a l s o  b e c a u se  i t  i s  t h e  r i g h t  t h i n g  t o  d o . 
and i t  i s  i n  th e  b e s t  i n t e r e s t  o f  b u s i n e s s  t o  do i t  
. . . . ^ ®  (Emphasis  added)
P r o f e s s o r  Gray o f  t h e  b u s i n e s s  s c h o o l  a t  L o u i s i a n a  S t a t e  
U n i v e r s i t y  s t a t e d  t h a t  t h e r e  i s  some ag ree m en t  as  t o  t h e  meaning o f  
t h e  c o n c e p t  in  g e n e r a l  t e rm s .  In  a minimum s e n s e ,  s o c i a l  r e s p o n ­
s i b i l i t y  i n v o l v e s  an expanded a w aren ess  on th e  p a r t  o f  t h e  b u s i ­
nessman o f  t h e  s o c i a l  env i ronm en t  i n  which h i s  f i r m  o p e r a t e s ,  and
39a commitment t o  h e l p  in  th e  s o l u t i o n  o f  s o c i a l  p ro b le m s .
K e i t h  Davies  o f f e r s  a c o n c e p t u a l  d e f i n i t i o n  by s a y i n g  t h a t
s o c i a l  r e s p o n s i b i l i t y  r e f e r s  t o  t h e  " b u s i n e s s m a n ' s  d e c i s i o n s  and
a c t i o n s  t a k e n  f o r  r e a s o n s  a t  l e a s t  p a r t i a l l y  beyond th e  f i r m ' s  d i r e c t
40
economic or  t e c h n i c a l  i n t e r e s t . "  A s i m i l a r  d e f i n i t i o n  i s  s u g g e s t e d
by S tev e n  D i l l e y :
The p e r fo rm a n ce  ( o r  n o n -p e r fo rm an c e )  o f  a c t i v i t i e s  by th e  
p r i v a t e  e n t e r p r i s e  w i t h o u t  t h e  e x p e c t a t i o n  o f  d i r e c t  
economic g a i n  o r  l o s s  f o r  t h e  p u rp o s e  o f  im prov ing  th e  
s o c i a l  w e l l - b e i n g  o f  t h e  community o r  one o f  i t s  c o n s t i -
C o n t r o l  Data C o r p o r a t i o n ,  Committee on C o r p o r a t e  S o c i a l  
R e s p o n s i b i l i t y ,  "Our C o r p o r a t i o n ' s  C o n t r i b u t i o n  to  S o l v in g  S o c i a l  Needs 
- -  A R ep o r t  from C o n t r o l  Data C o r p o r a t i o n , "  1972.
39 Edmund R. Gray,  " S o c i a l  R e s p o n s i b i l i t y  - -  W hat ' s  I t  A l l  
A b o u t , "  C u r r e n t  Concep t s  in  Management. 0 .  J e f f  H a r r i s  e d . (Baton  
Rouge:  D i v i s i o n  o f  R e s e a r c h ,  C o l l e g e  o f  B u s in e s s  A d m i n i s t r a t i o n ,  
L o u i s i a n a  S t a t e  U n i v e r s i t y ,  J u l y ,  1972) ,  p .  17.
K e i th  D av is ,  "Can B u s in e s s  A f fo rd  t o  Ig n o re  S o c i a l  Respon­
s i b i l i t y ? , "  C a l i f o r n i a  Management R ev iew , ( S p r i n g ,  1960) ,  p .  70.
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t u e n t  g ro u p s .  The a c t i v i t i e s  a r e  th o s e  g e n e r a l l y  r e c o g ­
n i z e d  by s o c i e t y  a n d / o r  th e  law as  b e n e f i c i a l  t o  t h e  w e l l ­
b e i n g  o f  th e  s o c i e t y .
/  9
These d e f i n i t i o n s  a r e  q u i t e  b road  which t e n d  t o  overwhelm 
b u s in e s s m a n ,  l e a v i n g  him in  quandary  as to  th e  e x t e n t  o f  t h i s  r e s p o n ­
s i b i l i t y ,  g iv e n  th e  c o n s t r a i n t s  o f  com pe t ing  g o a l s  t h a t  r e q u i r e  l i m i ­
ted  company r e s o u r c e s .  T h e r e f o r e  an o p e r a t i o n a l  d e f i n i t i o n  i s  needed 
t h a t  would s e r v e  as a gu ide  to the  bus inessm an  in  p u r s u i n g  s o c i a l  
g o a l s .  T h i s  o p e r a t i o n a l  d e f i n i t i o n  - -  a c t u a l l y  a l i m i t - s e t t i n g  
ty p e  o f  d e f i n i t i o n  - -  nay bo fo rm u la te d  around t h r e e  d im e n s io n s  or  
c o n s i d e r a t i o n s :  (1)  d e f i n e  s o c i a l  r e s p o n s i b i l i t y  in te rms o f  com­
p l i a n c e  w i t h  the  law; (2) d e f i n e  th e  c o n c e p t  in  te rm s  o l  a c t i v i t i e s  
o v e r  and beyond the  r e q u i r e m e n t s  ol t h e  law; and (3)  v o l u n t a r y  
a c t i v i t i e s  in r e s p o n s e  e i t h e r  to  p u b l i c  p r e s s u r e  or  t o  th e  p l a i n  
s e n s i t i v i t y  o f  management to  s o c i a l  i s s u e s .
Compliance w ' t h  the  law - D e l i n i n g  s o c i a l  r e s p o n s i b i l i t y  
’ n te rm s  of  com pl iance  w i th  the  law, a- 'suming t h a t  such  a law 
e x i s t s ,  has c e r t a i n  o u t s t a n d i n g  m e r i t s .  R. r . M a l l a i t ,  Manager,  
E nv i ronm en ta l  C o n s e r v a t i o n  ( i f f  i c e .  S t a n d a rd  O i l  Company ( I n d i a n a ) ,
^ S t e v - ii D i l ’ ey ,  "Acc :u ii ing  f o r  E x t e r n a l i t i e s :  C onduc t ing
A S c c i a l  A ud i t  and P r e p a r i n g  u S o c i a l  R e s p o n s i b i l i t y  Annual  R epo r t  l o r  
a P u b l i c  U t i l i t y ” ( u n p u b l i s h e d  d o c t o r a l  d i s s e r t a t i o n ,  The U n i v e r s i t y  ol 
W i s c o n s i n ,  J u l y ,  l f / 2 ) ,  p.  1.
/ 0
See o t h e r  d e f i n i t i o n s  bv I .inda C. Bowen, "a S tudy  o f  the 
S o c i a l  R e s p o n s i b i l i t y  ol th e  A ccoun t ing  P r o f e s s i o n , ” and S t a n ' e v  F a r r i s ,  
" S o c i a l  R e s p o n s i b i l i t y  P r o f i l e  i f  S e l e c t e d  R e t a i l  Firms w i t h  Empha-'is 
Upon J a c k s o n ,  M i s s i s s i p p i , ” bo th  u n p u b l i s h e d  d o c t o r a l  d i s s e r t a t i o n s  on 
the  s u b j e c t  s u b m i t t e d  to  Ccorg ia  S t a t e  U n i v e r s i t y ,  l b / 2  and t o  The Uni-  
v e r s i t v  o f  M i s s i s s i p p i ,  l b / 2 ,  r e s p e c t i v e l y .  See a l s o :  R obe r t  S. i l rowne, 
"The T w i l i g h t  of C a p i t a l i s m , ” b u s i n e s s  and S o c i e t 1' Review, N> . 1 ( S p r i n g ,  
1972) ,  p.  31,  and R o b e r t  Be v e r ,  " P i l o t s  of  S o c i a l  P r o g r e s s , ” P.anagemoi t 
A c c o u n t in g  (NAA), Vnl LTV ( J u l v , 1 9 /2 ) ,  p.  11.
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expounded t h i s  p o i n t .  He a r g u e s  t h a t  government s t a n d a r d s  w i l l  s e r v e
as  a g u id e  for  a company' s  a c t i o n  and r e s p o n s e  program to  a v o id  an
" o v e r k i l l . "  Because of  r e s o u r c e  c o n s t r a i n t s ,  c o n t i n u e s  M a l l a t t ,  an
" o v e r k i l l "  w i l l  t a k e  away c e r t a i n  funds  which cou ld  be d e v o te d  to
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o t h e r  w or thy  p r o j e c t s  r e q u i r i n g  s i m i l a r  a t t e n t i o n .  The lo g i c  
o f  t h i s  . p o s i t i o n  i s  p r a g m a t i c .  Tt p rom o 'es  a way f c r  t h e  c o r p o ­
r a t i o n  t o  meet i t s  o b l i g a t i o n  to  i t s  s t o c k h o l d e r s  and t o  th e  p u b l i c ,  
f o r  the  law r e p r e s e n t s  a p u b l i c  p o l i c y .  In  a d d i t i o n ,  t h e  law 
w i l l  p r o v i d e  a b a s i s  for  s e t t i n g  up a type  oi c o r p o r a t e  model of  
com p l ian c e  which s a t i s f i e s  th e  r e q u i r e m e n t s  o f  good c o r p o r a t e  
c i t i z e n s h i p  and the maximim p r o f i t  o b j e c t i v e  fo r  the f i r m ' s  s t o c k -  
h o l d e r s .
S e v e r a l  c r i t i c i s m s  c o u ld  bo r a i s e d  a g a i n s t  t h i s  t o t h o d ,  
however ,  thev  c ou ld  he answered  c o n v i n c i n g l y :
(1) The method p ' a c e s  a l i m i t  as  to  what  the  c o r p o r a t i o n  
mar u n d e r t a k e  This  mu* be t r u e ,  bu t  not  e n t i r e ! '  t e a a b l e .  In f a c t ,  
w h e th e r  <>r not there* is  a l a v .  c o r p o r a t e  a c t i v i t y  in t h i s  r e s p e c t  is 
c o n s t r a i n e d ,  i l e a s t  in th e  short ,  run  beca use  ot management ' s  p e r ­
c e i v e d  r e s p o n d i b i 1i t v  to  i t s  s t o c k h o l d e r s .
(2) The s t a n d a r d  s e t  hv law mav n o t  be enough.  M a l l a t t  
s h e l v e s  ; h i s  c r i t i c i s m  b eca u se  he -.uuintai is t h a t  the l e g a l  r e q u i r e ­
ment i f  p r o p o r l v  set  up has a b u i l t  in  "margin  <>1 s a l e t v "  to  cope 
w i t  11 the  p rob lem .
4 3bast'd on the  w r i t e r ’ s d i s -  u s s i o n  wit*. Mr. R. C. M a l l a t t .
I t  sh o u ld  be noteh  t h a t  t h e s e  s t a n d a r d s  mav be d e s i r a b l e  f c r  s o c i a l  
c m c e rns  as  p o l l u t i c n  abat-miont because of  t h e  enormous r e s o u r c e s  
r e q u i  r e d .
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(3)  The s t a n d a r d  d i m i n i s h e s  i n d i v i d u a l  i n i t i a t i v e  on t h e  
p a r t  o f  t h e  bu s in e s s m a n .  Th is  c r i t i c i s m  can be d i s m i s s e d  o u t r i g h t  
f o r  w i t h  o r  w i t h o u t  th e  l e g a l  s t a n d a r d ,  a s o c i a l l y - s e n s i t i v e  
bus ines sm an  w i l l  assume r e s p o n s i b i l i t y .  The law w i l l  become th e  
minimum, o r  a measure o f  i n i t i a t i v e  f o r  t h e  l e g a l  r e q u i r e m e n t s  
f o r c e s  i n i t i a t i v e .
(4)  Once th e  l e g a l  r e q u i r e m e n t s  a r e  f o r m u l a t e d ,  thev  
r em a in  i n d e f i n i t e l y .  Th is  c r i t i c i s m  may be t r u e ,  b u t  s o c i e t y  
r e q u i r e s  r e s p o n s i b i l i t y  from the  law-making b o d i e s ,  as  much as 
r e s p o n s i b i l i t y  is  demanded from c o r p o r a t i o n s .
Beyond th e  r e q u i r e m e n t s  o f  law - D e f in in g  s o c i a l  r e s p o n ­
s i b i l i t y  a c c o r d i n g  to  t h i s  c r i t e r i a  may be i d e a l ,  b u t  c e r t a i n l y  
u n r e a l i s t i c  c o n s i d e r i n g  th e  economic m o t ive  o f  a c o r p o r a t i o n  and 
t h e  l i m i t s  o f  i t s  r e s o u r c e s .  I n  f a c t ,  t h i s  mav p rove  t o  be a 
d e t e r r e n t  towards  a s o c i a  11v - i n c 1 ined b e h a v i o r  o f  b us ines sm en .
Thev would t e n d ,  as  i t  i s  t o d a y ,  to  t h i n k  t h a t  s o c i a l  r e s p o n s i b i ­
l i t y  i s  i n c o m p a t i b l e  wit l i  the  p r o f i t  m o t iv e .
V o lu n ta ry  r e s p o n s e  to  p u b l i c  p r e s s u r e  or  management 
s e n s i t i v i t y  to  s o c i a l  i s s u e s  - A d e f i n i t i o n  of  s o c i a l  r e s p o n s i ­
b i l i t y  a lo n g  th e s e  l i n e s  mav, p e r h a p s ,  he th e  l e a s t  d e s i r a b l e  and 
the  most p o t e n t  i n c e n t i v e  to  u n d e s i r a b l e  and i r r e s p o n s i b l e  b u s i ­
ness  b e h a v i o r .  For i n s t a n c e ,  the  q u e s t i o n  i s  r a i s e d  w h e th e r  o r  not  
U.S.  S t e e l  is  s o c i a l l y  i r r e s p o n s i b l e  w i th  a m i s e r a b l e  r e c o r d  on a i r  
p o l l u t i o n  c o n t r o l  hu t  o u t s t a n d i n g  in s u p p o r t i n g  Harvard  U n i v e r s i t y .
Of c o u r s e ,  most w i l l  invoke a v a l u e - j u d g m e n t - d i s p e n s a t i o n  fo r  t h i s  
q u e s t i o n .  But a c c o r d i n g  to  the  g u i d e l i n e s  t h a t  w i l l  be p roposed
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l a t e r ,  U.S.  S t e e l  i s  i r r e s p o n s i b l e  b eca u se  th e  company migh t  have 
chosen  th e  s u p p o r t  o f  Harvard  because  th e  c o s t  i s  t r e m e n d o u s ly  
c h e a p e r  th a n  c l e a n i n g  i t s  p o l l u t i o n  p rob lem .  A no the r  u n d e s i r a b l e  
b e h a v i o r  t h a t  may r e s u l t  i s  the  c a s e  o f  a bus in es s m an  d e p i c t e d  
i n  a c a r t o o n  who asked  h i s  m a rk e t in g  e x e c u t i v e :  "So our  budget  
f o r  s o c i a l  p r o j e c t s  t h i s  y ea r  i s  $1 m i l l i o n ,  and $2 m i l l i o n  
t o  p u b l i c i z e  them?"
The above p o i n t s  have p ro v id e d  an i n s i g h t  i n t o  t h e  
b o u n d a r i e s  o f  an o p e r a t i o n a l  d e f i n i t i o n  o f  s o c i a l  r e s p o n s i b i l i t y .
But i t  does  n o t  p r o v i d e  th e  bus ines sm en  w i th  a s c i e n t i f i c  method of  
s e t t i n g  up p r i o r i t i e s  as  to  what  s o c i a l l v - r e l e v a n t  program t o  u n d e r ­
t a k e  in  an e f f o r t  oi maximiz ing  th e  impac t  o f  h i s  l i m i t e d  r e s o u r c e s  
commit ted  t o  a l l e v i a t i n g  th e  p rob lem .  C o n s e q u e n t l y ,  t h e  f o l l o w i n g  
g u i d e l i n e s ,  in  t h e i r  s e q u e n c e ,  a r e  s u g g e s t e d  in s e l e c t i n g  the  
s o c i a l  p- j e c t  which the f i rm  might  u n d e r t a k e :  (1)  s o c i a l  c o n c e rn s  
w i t h i n  th e  f i r m ' s  a r e a  o f  d i s t u r b a n c e ;  (2)  s o c i a l  c o n c e r n s  w i t h i n  
t h e  f i r m ' s  a r e a  of o p e r a t i o n ;  (3) s o c i a l  c o n c e rn s  which  the  f i rm  
has  t h e  n e c e s s a r y  e x p e r t i s e ;  (4) s o c i a l  c o n c e rn s  n o t  i n c l u d e d  in
( 1 ) ,  ( 2 ) ,  and (3)  above hav ing  an impact  on the  community where the  
f i r m  i s  l o c a t e d ;  and (4) the  same as in  (4) above ,  bu t  t h e  impact  
i s  bevond the  f i r m ' s  l o c a t i o n .  A b r i e f  d i s c u s s i o n  i s  n e c e s s a r y  to  
e x p l a i n  t h e  s i g n i f i c a n c e  and th e  a p p l i c a t i o n  oi t h e s e  g u i d e l i n e s .
Area of  d i s t u r b a n c e  - As used in  t h i s  c o n t e x t ,  t h e  f i r m ' s  
a r e a  o f  d i s t u r b a n c e  encompasses the  p a r t i c u l a r  s o c i a l  p rob lem  which 
th e  f i rm  c o n t r i b u t e s  d i r e c t l v  e i t h e r  p a r t l v  o r  w h o l l y ,  t o  i t s  c a u s e .  
Thus ,  i f  t h e  companv p o l l u t e s  th e  r i v e r ,  i t s  a r e a  of  d i s t u r b a n c e  i s
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p o l l u t i n g  t h a t  r i v e r .  Under t M s  g u i d e l i n e ,  i t  becomes a p r im ary  
r e s p o n s i b i l i t y  o f  t h e  company to  a l l e v i a t e  t h i s  p rob lem  ahead of  
a l l  o t h e r  s o c i a l  c o n c e r n s ,  p r o v id e d  t h a t  i t  has no d i r e c t  p a r t i ­
c i p a t i o n  i n  c a u s i n g  them. Simply s t a t e d ,  t h i s  g u i d e l i n e  s a y s :
" c l e a n  up your  own m e s s . "
Area o f  o p e r a t i o n  - T h i s  r e f e r s  t o  t h e  s o c i a l  p roblem 
c a u s e d  by th e  i n d u s t r y  w i t h i n  which t h e  company o p e r a t e s .  The main 
d i s t i n c t i o n  be tween  the  prob lems  f a l l i n g  under  t h i s  g u i d e l i n e  and 
t h o s e  i d e n t i f i e d  w i t h  t h e  f i r s t  g u i d e l i n e  above i s  t h a t  under  th e  
l a t t e r ,  a p ro b lem  can  be a l l e v i a t e d  u n i l a t e r a l l y ,  l i k e  a i r  and 
w a t e r  p o l l u t i o n .  Whereas t h e  p rob lem s  c l a s s i f i e d  under  t h e  former  
c a n n o t  be c o r r e c t e d  by one o r  more f i r m s ,  b u t  o n ly  through,  a 
c o n c e r t e d  e f f o r t  o f  t h e  whole i n d u s t r y .  An example o f  t h i s  i s  th e  
h a z a r d s  o f  smoking which  i s  u n d o u b te d ly  a p rob lem  o f  t h e  to b a c c o  
i n d u s t r y .  The d e g r e e  o f  r e s p o n s i b i l i t y  i n  t h i s  c l a s s i f i c a t i o n  i s  
s i m i l a r  t o  t h e  f i r s t  g u i d e l i n e  ab o v e ,  o n ly  t h a t  th e  r e s p o n s e  t ime 
f o r  t h e  l a t t e r  i s  q u i t e  f a s t e r  th a n  th e  fo rm e r .
I t  s h o u ld  be n o te d  t h a t  t h e  f i r s t  two g u i d e l i n e s  above 
r e q u i r e  com pulso ry  a c t i o n  which may w e l l  be r e q u i r e d  by law.  The 
n e x t  t h r e e  g u i d e l i n e s  d i s c u s s e d  below a r e  v o l u n t a r y  i n  n a t u r e .
E x i s t e n c e  o f  n e c e s s a r y  e x p e r t i s e  - S o c i a l  c o n c e r n s  which 
do n o t  f a l l  under  th e  p r e v i o u s  g u i d e l i n e s ,  may be c l a s s i f i e d  i n  t h i s  
c a t e g o r y  p r o v i d e d  t h a t  t h e  company has  t h e  needed  e x p e r t i s e  t o  cope 
w i t h  t h e  p ro b lem .  A l though  in vo lvem en t  in  t h e s e  p rob lem s  a r e  
v o l u n t a r y ,  th e  p r e s s u r e  t o  r e spond  i s  more i n t e n s e  due t o  t h e  
e x i s t e n c e  o f  su ch  e x p e r t i s e .  For t h e  p u rp o s e  o l  s e t t i n g  up
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p r i o r i t i e s  under  t h i s  c a t e g o r y ,  t h e  company may w a n t ,  d ep en d in g
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upon how i t  p e r c e i v e s  i t s  o p e r a t i o n ,  t o  t e s t  t h e  p rob lem s  i n  
a c c o r d a n c e  w i t h  t h e  n ex t  two g u i d e l i n e s  d i s c u s s e d  be low.
S o c i a l  p rob lem  h a v in g  a d i r e c t  im pac t  on t h e  f i r m ' s  
l o c a t i o n  - These a r e  s o c i a l  c o n c e rn s  which do n o t  f a l l  i n  e i t h e r  one 
o f  t h e  above .  P r i o r i t y - w i s e ,  t h i s  t a k e s  p r e c e d e n c e  o v e r  th e  
p rob lem s  c l a s s i f i e d  under  t h e  l a s t  c a t e g o r y  below beca use  o f  i t s  
l o c a l  s i g n i f i c a n c e .  For i n s t a n c e ,  McGraw-Hil l  s u p p o r t s  u rban  
r e n e w a l  programs in  New York C i t y  b eca u se  th e y  have a s i g n i f i c a n t  
impact  on a t t r a c t i n g  p o t e n t i a l  w o rk e r s  in  t h e  a r e a .
S o c i a l  p rob lem  whose s i g n i f i c a n t  impact  goes beyond the  
f i r m ' s  l o c a t i o n  - Those a r e  prob lems o i  w id e r  s i g n i f i c a n c e  which 
s h o u ld  g e n e r a l l y  f a l l  a t  the  bo ttom oi  th e  c o r p o r a t i o n ' s  p r i o r i t y  
l i s t .  An example i s  a f i r m ' s  c o n t r i b u t i o n  to  t h e  Boy S c o u t s  of  
A m e r ic a .
The a p p l i c a t i o n  of th e  above c r i t e r i a  i s  p r e s e n t e d  in  a 
d e c i s i o n  f low c h a r t  in  F i g u r e  2 .
S o c i a l  r e s p o n s i b i l i t y  d e f i n e d  - C o n s i d e r i n g  th e  p o i n t s  
r a i s e d  above ,  a d e f i n i t i o n  of  s o c i a l  r e s p o n s i b i l i t y  i s  s u g g e s t e d
^ T h e  company may p e r c e i v e  i t s  o p e r a t i o n  as  l o c a l ,  s t a t e w i d e ,  
n a t i o n a l  o r  m u l t i n a t i o n a l .  In  r e c e n t  y e a r s ,  c o r p o r a t i o n s  have been 
ch a n g in g  from a " c a r t e s i a n  view" whereby p r o d u c t s  a r e  c o n c e iv e d  i n d i ­
v i d u a l l y  as  i n f l u e n c i n g  o v e r a l l  s t r a t e g y ,  t o  a " h o l i s t i c  v iew"  in which 
c o n d i t i o n s  and p a t t e r n s  d e t e r m i n e  p r o d u c t s .  Thus ,  Xerox C o r p o r a t i o n  
p e r c e i v e s  i t s  o p e r a t i o n s  a s  in  th e  com munica t ions  b u s i n e s s ,  r a t h e r  than  
on c o p y in g  m ach ines .  L ik e w is e ,  the  au tom akers  view t h e i r  o p e r a t i o n  as 
i n  th e  t r a n s p o r t a t i o n  b u s i n e s s  r a t h e r  th a n  in t h e  making o f  a u t o m o b i l e s .  
See Hazel  H enderson ,  "Keeping In fo rm ed :  E c o l o g i s t  v e r s u s  E c o n o m i s t s , "  
Harvard  B u s in e s s  R ev iew , Vol.  LI ( J u l y - A u g u s t ,  1 9 / 3 ) ,  p.  29.
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as  r e f e r r i n g  t o  t h e  b u s i n e s s m a n ' s  d e c i s i o n s  and a c t i o n s ,  v o l u n t a r y  
o r  i n  com p l ian c e  w i th  law, w i t h o u t  t h e  e x p e c t a t i o n  o f  d i r e c t  e c o ­
nomic g a i n ,  f o r  th e  w e l l - b e i n g  o f  s o c i e t y  o r  f o r  one o r  more o f  i t s  
c o n s t i t u e n t s .  D e c i s i o n s  and a c t i o n s  a r e  d e t e r m in e d  based  on th e  
f o l l o w i n g  g u i d e l i n e s :  (1) a r e a  o t  d i s t u r b a n c e ;  (2)  a r e a  o f  o p e r a t i o n
(3) e x i s t e n c e  o t  t h e  n e c e s s a r y  e x p e r t i s e  t o  do t h e  jo b ;  (4) impac t  
on th e  f i r m ' s  immedia te l o c a t i o n ;  and (5)  impact  beyond t h e  l o c a t i o n  
o f  t h e  f i r m .
S i g n i f i c a n c e  o f  d e f i n i t i o n  - The d e f i n i t i o n  has s e v e r a l  
i n t e r e s t i n g  f e a t u r e s  which makes i t  more e l a b o r a t e  th a n  th e  p r e ­
v i o u s  d e f i n i t i o n s  c i t e d  above .  F i r s t ,  i t  i s  e x p l i c i t  a s  t o  th e  
i n t e n t  o f  t h e  e n t e r p r i s e  r e g a r d i n g  t h e  s o c i a l  p rob lem s  caused  o r  
a g g r a v a t e d  by i t  ( a s  d e f i n e d  under  a r e a  o f  d i s t u r b a n c e  and a r e a  
o f  o p e r a t i o n ) .  I n  o t h e r  w ords ,  i t  the  s o c i a l  p rob lem  f a l l s  under  
t h e s e  f i r s t  two g u i d e l i n e s ,  the  e n t e r p r i s e  has  a p r im a ry  r e s p o n ­
s i b i l i t y  t o  a l l e v i a t e  i t ,  e i t h e r  a s  r e q u i r e d  by law, due to  p u b l i c  
p r e s s u r e  o r  j u s t  p l a i n c o n s c i e n c e .  Second ,  i t  d i s t i n g u i s h e s  between 
v o l u n t a r y  and i n v o l u n t a r y  a c t i v i t y .  But  i t  does  n o t  r e n d e r  an 
i n v o l u n t a r y  a c t i o n  as s o c i a l l y  u n d e s i r a b l e  b e c a u s e ,  as  s u g g e s t e d  
p r e v i o u s l y ,  l e g a l  s t a n d a r d s  a r e  needed f o r  p rob lem s  r e q u i r i n g  th e  
l a r g e  sums o f  money such  as  a i r  and w a t e r  p o l l u t i o n .  On th e  o t h e r  
hand ,  a l a v i s h  s u p p o r t  f o r  an e d u c a t i o n a l  i n s t i t u t i o n  w h i l e  n e g l e c t ­
in g  i t s  p r im a rv  r e s p o n s i b i l i t y  as d e f i n e d  under  a r e a  o f  d i s t u r b a n c e  
and a r e a  o f  o p e r a t i o n  may r e n d e r  th e  c o r p o r a t i o n  s o c i a l l y  i r r e s p o n ­
s i b l e .  T h i r d ,  th e  d e f i n i t i o n  i s  e x p l i c i t  as  t o  t h e  e x p e c t a t i o n s  
o f  t h e  e n t e r p r i s e ,  t h a t  i s ,  no economic g a i n  ( b u t  i t  cou ld  be a l o s s )
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F o u r t h ,  t h e  te rm " w e l l - b e i n g  o f  s o c i e t y "  i s  made e x p l i c i t  as  th e  
b e n e f i t s  t h a t  a c c r u e s  t o  s o c i e t y  as  a r e s u l t  o f  the  s o c i a l l y  d e s i ­
r a b l e  a c t i o n s  o t  t h e  e n t e r p r i s e .  F i f t h ,  t h e  s u g g e s t e d  g u i d e l i n e s  
r e i n f o r c e s  the  o p e r a t i o n a l  f e a t u r e  o f  t h e  d e f i n i t i o n  b e c a u s e  th e  
b u s ines sm an  can  r a n k  t h e  s o c i a l  p rob lems  b e f o r e  him, r e s u l t i n g  in  
t h e  s e t t i n g  up o f  p r i o r i t i e s  f o r  h i s  a c t i o n - r e s p o n s e  mode l .  Th is  
maximizes  th e  impac t  o f  h i s  l i m i t e d  r e s o u r c e s .
F i n a l l y ,  c o n c e iv e d  i n  t h e  d e f i n i t i o n  a r e  two m a jo r  p o i n t s  
which  would be e x t r e m e l y  u s e f u l  in  t a k i n g  a hard  lo ok  a t  c o r p o r a t e  
s o c i a l  r e s p o n s i b i l i t y .
(1)  The d e f i n i t i o n  and th e  p ro p o sed  g u i d e l i n e s  p r o v i d e  
a s t r a i t j a c k e t  answer  a s  t o  who i s  i r r e s p o n s i b l e  and who i s  n o t .
When a s o c i a l  p rob lem  f a l l s  under  t h e  f i r s t  two g u i d e l i n e s  and the  
o f f e n d i n g  f i r m  does  n o t  p r o v i d e  a way f o r  i t s  remedy,  t h e n  such 
f i r m  i s  i r r e s p o n s i b l e .  On th e  c o n t r a r y ,  i f  t h e  s o c i a l  p ro b lem  i s  
c l a s s i f i e d  under  e i t h e r  one o i  th e  l a s t  t h r e e  g u i d e l i n e s ,  th e  
s i t u a t i o n  becomes a v a lu e  judgm ent .  But as  s t a t e d ,  t h e  p r e s s u r e  to  
a c t  i s  h e a v i e r  i l  t h e  company has the  n e c e s s a r y  e x p e r t i s e .  More 
i m p o r t a n t l y ,  t h e  g u i d e l i n e s  p r o v i d e  an e x p l i c i t  answer  t o  t h e  q u e s t i o n  
I s  U.S.  S t e e l  whose p o l l u t i o n  c o n t r o l  r e c o r d  i s  m i s e r a b l e  b u t  
l a v i s h l y  s u p p o r t i n g  Harvard  s o c i a l l y  i r r e s p o n s i b l e ?
(2) A lso  c o n c e iv e d  in  th e  d e f i n i t i o n  and i n  t h e  g u i d e ­
l i n e s  i s  t h a t  each  g u i d e l i n e  w i l l  work as  a modern day v e r s i o n  ot  
Adam S m i t h ' s  " i n v i s i b l e  hand"  as i t  a p p l i e s  to  s o l v i n g  s o c i a l  p r o b ­
lems.  The on ly  d i f f e r e n c e ,  however,  l i e s  in  the  f a c t  t h a t  S m i t h ' s
" i n v i s i b l e  hand"  works v ia  the  f o r c e s  e x t e r n a l  to  t h e  f i r m ,  t h a t  i s .
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f o r c e s  in  th e  m a r k e t p l a c e .  Th i s  modern a d a p t a t i o n  o f  t h e  " i n v i s i b l e  
hand"  works w i t h i n  the  f i r m ' s  s o c i a l  program a c t i v i t i e s .  For 
example ,  i f  e v e r y  w a t e r  p o l l u t i n g  f i r m  w i l l  f o l l o w  th e  r u l e  " c l e a n  
your  own mess"  ( a r e a  of  d i s t u r b a n c e  g u i d e l i n e ) , w a te r  p o l l u t i o n  
would be p r e v e n t e d ,  and p e r h a p s ,  e r a d i c a t e d  a l t o g e t h e r  as  f i rm s  
maximize t h e i r  p o l l u t i o n  c o n t r o l  o u t p u t .
B r i d g i n g  " C l a s s i c a l "  and " M a n a g e r i a l "  Views
For  eve ry  d i s a g r e e m e n t ,  as  t h e  s a y i n g  g o e s ,  t h e r e  i s  
a lways  a p o t e n t i a l  f o r  ag reem en t  a f t e r  a l l  two r e a s o n a b l e  f a c t i o n s  
c a n n o t  be d i s a g r e e i n g  f o r e v e r ,  e s p e c i a l l y  when th e  r e s o l u t i o n  of  
t h e  c o n f l i c t  i s  v i t a l  t o  human e x i s t e n c e .  But t h e  b e a u t y  o f  d i s ­
ag ree m en ts  i s  t h a t  thev  a r t i c u l a t e  th e  l e s s  a p p a r e n t  a s p e c t s  o f  the  
p rob lem  b e i n g  d e b a t e d  upon.  And th e  r e s p o n s i b i l i t y  o t  t h e  p r o t a g o ­
n i s t s  - -  i n t e l l e c t u a l s  o r  o t h e r w i s e  - -  i s  to  s c i e n t i f i c a l l y  s o r t  
o u t  t h e  a r e a s  o f  ag reem en t  from th o s e  p o i n t s  of  d i s a g r e e m e n t s  and 
c o n c e n t r a t e  on th e  l a t t e r .
For  y e a r s ,  t h e  d e b a t e  be tween  th e  " c l a s s i c a l "  view and 
th e  " m a n a g e r i a l "  view o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  has been 
h i g h l y  t h e o r e t i c a l ,  d e s p i t e  t h e  f a c t  t h a t  t h e  p rob lem  d e b a t e d  upon 
i s  r e a l  and r e q u i r e s  a h i g h l y  p r a g m a t i c  a p p ro a c h  t o  i t s  s o l u t i o n .
The " i n v i s i b l e  hand"  of  t h e  " c l a s s i c a l "  s c h o o l  d i d  n o t  make th e  
r i v e r  c l e a n e r ;  nor  t h e  e x h o r t a t i o n  o f  th e  " m a n a g e r i a l "  v iew to  
make b u s i n e s s e s  s o c i a l l y  r e s p o n s i b l e  made a s i g n i f i c a n t  im pac t  on 
c l e a n i n g  th e  w a t e r .  The r e a l i t y  o f  the  m a t t e r  i s  t h a t  w h i l e  th e  
c o n t r o v e r s y  r a g e s ,  bus inessm en  a r e  a s k i n g :  What i s  t h i s  s o c i a l
r e s p o n s i b i 1i t v  a l l  a b o u t?  What am 1 supposed  to  do? What a r e  i t s
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l i m i t s ?  T h i s  f a c t  was made obv ious  t o  t h i s  w r i t e r  in  h i s  c o n t a c t  
w i t h  v a r i o u s  com pan ies ,  in  b u s i n e s s  forums and s e m i n a r s ,  i n  h i s  
p u b l i c  p r a c t i c e  of  a c c o u n t a n c y ,  and f o r  b e i n g  a " s c h o l a r "  i n  t h e  
S c h o l a r  Program o f  t h e  N a t i o n a l  A f f i l i a t i o n  o f  Concerned B u s in e s s  
S t u d e n t s  (NACBS).
Both t h e  f r e e  e n t e r p r i s e  c r e e d  ( o r  " c l a s s i c a l "  view) 
and t h e  s o c i a l  r e s p o n s i b i l i t y  c r e e d  ( o r  m a n a g e r i a l "  view) a g r e e  
t o  maximize  p r o f i t s  f o r  t h e  s t o c k h o l d e r s ,  o n ly  t h a t  t h e  s o c i a l  
r e s p o n s i b i l i t y  group  i s  a s k i n g  th e  bu s in e s s m a n  t o  do som eth ing  
a b o u t  t h e  bad e f f e c t s  o r  " s p i l l o v e r s "  o f  h i s  a c t i v i t i e s .  The f r e e  
e n t e r p r i s e  p r o p o n e n t s ,  however ,  would n o t  want  t h e  bus in es s m an  t o  be 
b o t h e r e d  from h i s  p u r s u i t  o f  p r o f i t s .  They would l i k e  s o c i e t y  
t o  d e c i d e  what  t o  do a b o u t  th e  " s p i l l o v e r s , "  t h a t  i s ,  s h o u ld  the  
s o l u t i o n  come th ro u g h  th e  p o l i t i c a l  sy s t e m  o r  th ro u g h  th e  
w o rk in g s  o f  t h e  m a r k e t p l a c e ?
On th e  o t h e r  hand ,  t h e  s o c i a l  r e s p o n s i b i l i t y  p ro p o n e n t s  
do n o t  make t h e i r  p o s i t i o n  c l e a r  as  t o  what  e x t e n t  s h a l l  p o l l u t i o n  
c o n t r o l ,  f o r  example ,  be p u r s u e d .  The f r e e  e n t e r p r i s e  a d v o c a t e s  
invoke  th e  e c o n o m is t s  c o s t - b e n e f i t  a n a l y s i s ,  t h a t  i s ,  i f  t h e  i n c r e ­
m e n ta l  c o s t  o t  r e d u c i n g  p o l l u t i o n  i s  l a r g e r  t h a n  th e  c o s t  o f  hav ing  
p o l l u t i o n ,  s o c i e t y  i s  b e t t e r  o f f  by h av in g  th e  l a t t e r .
However, t h e s e  d i f f e r e n c e s  a r e  the  p o i n t s  o i  d i s a g r e e m e n t s  
a t  t h e  s u r f a c e .  A new d im ens ion  in  th e  c o n t r o v e r s y  emerged d u r i n g  
F r i e d m a n ' s  i n t e r v i e w  w i th  B u s in ess  and S o c i e t y  R ev iew . Mr. Fr iedman 
m a i n t a i n s  t h a t  any a c t i o n  by the  c o r p o r a t i o n  to  commit i t s  r e s o u r c e s  
in  the  name o f  s o c i a l  r e s p o n s i b i l i t y  i s  n o n s e n s e .  Such a c t i o n  i s
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44p u b l i c  r e l a t i o n s  which i s  i n t e n d e d  t o  enhance  p r o f i t s .  I n  o t h e r
w o rd s ,  i f  a company spends  money t o  improve th e  c o n d i t i o n s  o f  th e
community where i t  i s  l o c a t e d ,  F r iedman  a r g u e s  t h a t  i t  would be to
th e  s e l f - i n t e r e s t  o f  t h e  f i r m ,  and "may be th e  c h e a p e s t  way i t
45can  improve th e  q u a l i t y  o t  t h e  l a b o r  i t  a t t r a c t s . "  U ndoub ted ly ,  
t o  t h e  s o c i a l  r e s p o n s i b i l i t y  a d v o c a t e s ,  t h i s  g e s t u r e  i s  more th a n  
j u s t  s e l f - i n t e r e s t ;  i t  i s  good c o r p o r a t e  c i t i z e n s h i p  under  the  
s o c i a l  r e s p o n s i b i l i t y  c o n c e p t .
The i n t e r e s t i n g  p o i n t ,  however ,  i s  t h a t  t h e r e  seems to  
be no r e a l  w or ld  d i f f e r e n c e  be tween  t h e s e  two p r o t a g o n i s t s  e x c e p t  
i n  c o n c e p t  and in  t h e  te rms b e i n g  u s e d .  The c o n c e p t u a l  d i f f e r e n c e  
i s  u n d e r s t a n d a b l e ,  c o n s i d e r i n g  th e  f o u n d a t i o n s  and a s s u m p t i o n s  upon 
w hich  t h e  " i n v i s i b l e  hand"  has  been b u i l t .  For one t h i n g ,  Fr iedman 
does  n o t  o b j e c t  t h a t  th e  c o r p o r a t i o n  s h a l l  h e l p  improve  th e  community 
f o r  i t  i s  j u s t  p u r s u i n g  i t s  s e l f - i n t e r e s t .  U n q u e s t i o n a b l y ,  th e  
te rm s  used - -  p u b l i c  r e l a t i o n s  f o r  Fr iedm an and s o c i a l  r e s p o n s i b i l i t y  
f o r  t h e  " m a n a g e r i a l "  v iew - -  a r e  u n im p o r t a n t  so  long  as  c o r p o r a t e  
a c t i o n  r e f l e c t s  r e s p o n s i b l e  b e h a v i o r .
A Case f o r  S o c i a l  R e s p o n s i b i l i t y
In  O c to b e r  1973, K irk  Hanson,  P r e s i d e n t  and E x e c u t iv e  
D i r e c t o r  o f  NACBS, a t t e n d e d  two c o n f e r e n c e s  on c o r p o r a t e  s o c i a l
John  McClaughry,  " M i l to n ,  Fr iedman R e s p o n d s , "  B u s in es s  
and S o c i e t y  Review,  No. 1 ( S p r i n g ,  1972) , pp.  5 - l b .
45 I b i d . , p . / .
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p o l i c y  which he d e s c r i b e d  one o f  them as  " t h e  y e a r ' s  most  
e x t r a v a g a n t  c o r p o r a t e  r e s p o n s i b i l i t y  c o n f e r e n c e , "  t h a t  b ro u g h t  
t o g e t h e r  200 c o r p o r a t e  and academic l u m i n a r i e s .  His r e p o r t  r e a d s :
I t  was c l e a r  a t  t h e s e  m e e t in g s  t h a t  t h e r e  i s  one 
g r e a t  c a u s e  f o r  co n c e rn  amongst  a d v o c a t e s  o f  c o r p o r a t e  
s o c i a l  p o l i c y :  no one has a r t i c u l a t e d  a c o h e r e n t  and
p e r s u a s i v e  r a t i o n a l e  f o r  i n i t i a t i n g  c o r p o r a t e  s o c i a l  
p o l i c i e s  and programs . . . .  I t  i s  c l e a r  a l r e a d y  t h a t  
some r e t r e n c h m e n t  i s  t a k i n g  p l a c e  as  memories o f  r i o t s  
f ad e  and p u b l i c  p r e s s u r e s  a r e  l e s s  n o v e l  t h a n  th e y  used 
t o  b e . 46
Hanson c o n c l u d e s  t h a t  th e  "deve lopm ent  o f  su ch  an u n d e r l y i n g  
r a t i o n a l e  - -  one based  f i r m l y  in  c o n c e rn  f o r  t h e  l o n g - r u n  s u r v i v a l
and p r o f i t a b i l i t y  o f  t h e  f i rm  - -  i s  t h e  most c r i t i c a l  t a s k  f a c i n g
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a l l  o t  u s .
These  s t a t e m e n t s  u n d e r s c o r e d  th e  in a d eq u acy  o f  the
a v a i l a b l e  l i t e r a t u r e  on the  s u b j e c t .  Most w r i t i n g s  a r e  based  on a
v a g u e l y  c o n c e iv e d  j u s t i f i c a t i o n  f o r  s o c i a l l y  r e s p o n s i b l e  b e h a v i o r  
48o f  c o r p o r a t i o n s .  T h e r e f o r e ,  t h i s  s e c t i o n  w i l l  a t t e m p t  t o  p r o v i d e  
a b a s i s  f o r  d e v e l o p i n g  such  s o c i a l  and economic r a t i o n a l e .
S o c i a l  r a t i o n a l e  - B u s in e s s  i s  t h e  backbone o f  a c a p i ­
t a l i s t i c  s o c i e t y .  As s u c h ,  an a t t e m p t  t o  e s t a b l i s h  a s o c i a l
A 6K irk  Hanson,  "An Ear t o  t h e  Ground on t h e  C o r p o r a t e  S o c i a l  
P o l i c y  C o n fe ren c e  C i r c u i t , "  Concerned B u s in e s s  S t u d e n t s '  R e p o r t .
Vol.  I l l  ( O c t o b e r ,  1973) ,  pp .  1 -2 .
47 I b i d .  p .  2.
48 B u s in e s s  and S o c i e t y  Review i s  a l m o s t  e x c l u s i v e l y  d ev o ted  
t o  p rob lem s  o f  t h i s  n a t u r e .  O th e r  s i m i l a r  a r t i c l e s  a r e  a b u n d a n t l y  
p u b l i s h e d  in  The C on fe ren c e  Board Record  s i n c e  th e  e a r l y  s i x t i e s .
See F o o t n o t e  19 f o r  s o u r c e s  o t  a r t i c l e s  on t h e  s u b j e c t .
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r a t i o n a l e  f o r  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  s h a l l  b e g i n  by l o o k ­
i n g  a t  b u s i n e s s  a s  a s o c i a l  s y s t e m .  W i th in  t h i s  s y s t e m  a r e  s u b ­
sys tem s  which  a r e  compose o f  t h e  c o r p o r a t i o n ,  m a n a g e r s ,  em p loyees ,  
c r e d i t o r s ,  s u p p l i e r s ,  cu s to m e rs  and t h e  g e n e r a l  p u b l i c .  As p a r t  o f  
t h e  s o c i a l  web, each  o f  t h e s e  s ubsys tem s  has  a p a r t i c u l a r  f u n c t i o n  to  
p e r f o r m .  E v i d e n t l y ,  any m a l f u n c t i o n i n g  o r  any a c t i o n  by one o r  more 
su b sy s tem s  which would be i n n i m i c a l  t o  t h e  i n t e r e s t  o f  o t h e r  mem­
b e r s  o f  t h e  web would u p s e t  t h e  b a l a n c e ,  and t h e r e f o r e ,  c o n f l i c t  
w i l l  a r i s e .
R e l e v a n t  t o  t h i s  d i s c u s s i o n  i s  t h e  b e h a v i o r  o f  th e  c o r p o ­
r a t i o n  and th e  managers  t h a t  c r e a t e s  a c o n s i d e r a b l e  c o n c e r n  f o r  th e  
o t h e r  s u b s y s t e m s .  C o n s e q u e n t ly ,  an a t t e m p t  s h a l l  be made t o  f o r m u l a t e  
g u i d e l i n e s  o r  l e v e l s  o f  a n a l y s i s  which  would s e r v e  as  t h e  f o u n d a t i o n  
f o r  d e v e l o p i n g  a s o c i a l  p r o f i l e  f o r  t h e  c o r p o r a t i o n  and t h e  m anagers .  
T h i s  s o c i a l  p r o f i l e  would be e x t r e m e l y  h e l p f u l  in  u n d e r s t a n d i n g  and 
d e v e l o p i n g  a r a t i o n a l e  f o r  t h e i r  in v o lv em en t  i n  p u r s u i n g  s o c i a l  g o a l s .
(1)  S o c i a l  p r o f i l e  o f  t h e  c o r p o r a t i o n  - E a r l i e r  i n  th e  
d i s c u s s i o n  o f  th e  r o l e  o f  t h e  modern c o r p o r a t i o n ,  i t  was s u g g e s t e d  
t h a t  t h e  l e g a l i s t i c  a b s t r a c t  e x i s t e n c e  o f  t h e  c o r p o r a t i o n  i s  no 
l o n g e r  r e s p o n s i v e  t o  a t e c h n o l o g i c a l  s o c i e t y  such  a s  o u r s .  I t  was 
co n c lu d e d  t h a t  as  th e  n e r v e - c e n t e r  o f  a l m o s t  a l l  s o c i a l  and economic 
i n t e r a c t i o n s  among th e  s o c i e t y  segments  ( o r  s u b s y s t e m s ) , t h e  e x i s t ­
ence  o f  t h e  c o r p o r a t i o n  i s  r e a l ,  no l o n g e r  in  t h e  a b s t r a c t ,  f o r  i t s  
p r e s e n c e  r e v e r b e r a t e s  t h r o u g h o u t  e v e ry  f i b e r  o f  our  s o c i e t y .  This  
c o n c l u s i o n  e s t a b l i s h e s  th e  f i rm  p o s i t i o n  o f  t h e  c o r p o r a t i o n  i n  th e  
s o c i a l  web.
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A ga in ,  r e a d i n g  back  i n t o  t h e  e a r l i e r  e x p o s i t i o n  o f  th e  
r o l e  o f  t h e  modern c o r p o r a t i o n ,  i t  i s  e v i d e n t  t h a t  i t s  s o c i a l  
r e l e v a n c e  c o u l d  be s y n t h e s i z e d  under  f o u r  b road  i n t e r r e l a t e d  l e v e l s :
(1) i t  i s  a s o c i a l  i n s t i t u t i o n  which p o s s e s s e s  v a s t  economic power 
and r e s o u r c e s ;  (2)  i t  i s  t h e  c o r e  o f  t h e  economic a c t i v i t i e s  o f  a 
c a p i t a l i s t i c  s o c i e t y ;  (3)  i t  i s  s o c i e t y ' s  pr im e  mover and a change 
mechanism; and (4)  i t  e x i s t s  as  a " c o r p o r a t e  c i t i z e n "  in  our  s o c i e t y  
to d a y .  A b r i e f  e l a b o r a t i o n  o f  t h e s e  g u i d e l i n e s  o r  l e v e l s  t o  com ple­
ment th e  p r e v i o u s  d i s c u s s i o n  i s  n e c e s s a r y .
The c o r p o r a t i o n ,  a rg u e s  D a n ie l  B e l l ,  i s  a s o c i a l  i n ­
v e n t i o n  o f  t h e  Middle Ages i n t e n d e d  t o  c a r r y  on a common a c t i v i t y .  
H ere ,  o w n e rs h ip  was c l e a r  f o r  t h e  members were  d i r e c t l y  i n v o lv e d  
in  i t s  g o v e rn a n c e .  The modern t i m e s ,  however ,  has  ch a rg e d  the  
p a t t e r n .  Ownership becomes a l e g a l  f i c t i o n  f o r  t r u e  ow nersh ip  
means in v o lv em en t  d i r e c t l y  and p s y c h o l o g i c a l l y  in  t h e  f a t e  o f  th e
e n t e r p r i s e .  T h i s  d e s c r i p t i o n  b e t t e r  f i t s  th e  employees  who have
49depended e v e rv  a s p e c t  o f  t h e i r  l i v e s  in  t h e  c o r p o r a t i o n .  A p p a r e n t l y ,  
t h i s  i s  a m a n i f e s t a t i o n  o f  t h e  p o p u l a r  b e l i e f  o f  a number of  s o c i a l  
t h i n k e r s  t h a t  t h e  c o r p o r a t i o n  i s  a dynamic f o r c e  t o  make t h e  dreams 
o f  t h e  t e c h n o l o g i c a l  s t u d y  a r e a l i t y .  The l a t e  s o c i o l o g i s t  W. I .  
Thomas summarized t h i s  p o i n t  in  h i s  " f o u r  w i s h e s "  which  were c o n s i ­
d e r e d  b a s i c  t o  human e x p e r i e n c e  and can  be o b t a i n e d  on ly  i n  t h e  
c o r p o r a t e  m i l i e u  - -  t h e  wish  f o r  s e c u r i t y ,  f o r  new e x p e r i e n c e ,  f o r  
r e s p o n s e ,  and f o r  r e c o g n i t i o n . ^
^ B e l l ,  o p . c i  t . , p .  21. 50I b i d . , p.  17.
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The p o s s e s s i o n  o f  and th e  u s e  o f  v a s t  r e s o u r c e s  a r e  b o th  
a r i g h t  and a p r i v i l e g e ;  w h i l e  t h e  p o s s e s s i o n  o f  and th e  e x e r c i s e  
o f  power a r e  a p r i v i l e g e  bes towed  upon a few. But w h e th e r  o r  n o t  
t h e s e  p o s s e s s i o n s  a r e  a m a t t e r  o f  r i g h t  o r  p r i v i l e g e ,  s o c i e t y  has  
b o t h  a w r i t t e n  and u n w r i t t e n  code t h a t  t h e y  be o v e r s e e r e d  by a 
c o r r e s p o n d i n g  r e s p o n s i b i l i t y .  For  i n s t a n c e ,  s o c i e t y  makes th e  
r i g h t  t o  p r o p e r t y  n o t  a b s o l u t e  f o r  owners a r e  r e s t r a i n e d  from u s i n g  
t h e i r  p r o p e r t y  i f  t h e  outcome would be d e t r i m e n t a l  t o  o t h e r s .
R e c e n t l y ,  t h e  t e c h n o l o g i c a l  American s o c i e t y  has e x p r e s s e d  i n  i t s  
t a x  s y s t e m  t o  t h e  e f f e c t  t h a t  t h e  a f f l u e n t  s h a l l  t a k e  t h e  h e a v i e r  
b u rden  o f  p r o v i d i n g  f o r  p u b l i c  s e r v i c e s .  M oreoever ,  i t  i s  a p u b l i c  
p o l i c y  o f  t h i s  c o u n t r y  t o  send a s s i s t a n c e  t o  u n f o r t u n a t e  c o u n t r i e s  
a f f l i c t e d  by hunger  and d i s e a s e  o r  s u f f e r i n g  from th e  malady o f  u n d e r ­
deve lopm en t  .
In  a p e r fo rm a n c e  c o n s c io u s  s o c i e t y ,  a t t a i n i n g  c o n s i d e r a b l e
power i s  i n e v i t a b l e  f o r  t h e  c o r p o r a t i o n  . As Rostow p u t s  i t :
The c o r p o r a t i o n  i n  i t s  f a m i l i a r  form has become an 
a c c e p t e d  i n s t r u m e n t  o f  s o c i a l  p o l i c y  - -  in d e e d ,  t h e  
c h o s e n  i n s t r u m e n t  o f  t h e  law f o r  c a r r y i n g  on a l a r g e  
p a r t  o f  t h e  economic l i f e  o f  s o c i e t y .
John  K. G a l b r a i t h  added t h a t  t h e  " g r e a t  c o r p o r a t i o n  has pow er fu l
enough l e v e r a g e  in  t h e  community t h a t  g e t t i n g  what  i t  needs  from th e
c  o
government becomes p r o  t a n t o  sound p u b l i c  p o l i c y . "  N e v e r t h e l e s s ,
■^Eugene V. Rostow, "To Whom and f o r  What Ends I s  Corpo­
r a t e  Management R e s p o n s i b l e ? , "  The C o r p o r a t i o n  in  Modern S o c i e t y . 
Edward Mason e d .  (Cam bridge ,  M a s s a c h u s e t t s :  Harvard  U n i v e r s i t y
P r e s s ,  1 959 ) ,  p.  51.
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John  K. G a l b r a i t h ,  "The Emerging P u b l i c  C o r p o r a t i o n , "  
B u s i n e s s  and S o c i e t y  Review . No. 1 ( S p r i n g ,  1972) ,  p .  55.
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s o c i e t y  demands r e s p o n s i b i l i t y  i n  t h e  e x e r c i s e  o f  power.  On t h e  
minimum, t h i s  i s  e x p r e s s e d  i n  t h e  r u l e  o f  law o f  our  d e m o c r a t i c  
way o f  l i f e .
As i n  t h e  c a s e  o f  a c a p i t a l i s t i c  s o c i e t y ,  t h e  l a r g e
c o r p o r a t i o n  d e t e r m i n e s  t h e  l i m i t s  o f  p r o d u c t i v i t y  o f  ou r  economic
s y s t e m .  P e t e r  D rucker  summarizes t h i s  p o i n t  in  t h i s  manner :
. . . t h e i r  l a b o r  r e l a t i o n s  s e t  t h e  s t a n d a r d s  f o r  th e  
n a t i o n ,  t h e i r  wage s c a l e  d e t e r m i n e s  t h e  n a t i o n a l  wage 
s c a l e ,  t h e i r  w ork ing  c o n d i t i o n s  and waking h o u rs  a r e  
t h e  norm, e t c .  w h i l e  t h e  c o r p o r a t i o n  do n o t  c o n t r o l  
a m a j o r i t y  o t  t h e  n a t i o n ' s  b u s i n e s s ,  i t s  p r o s p e r i t y  
d e t e r m i n e s  t h e  p r o s p e r i t y  o f  t h e  n a t i o n .
As th e  lo c u s  o f  a l l  economic a c t i v i t y ,  t h e  c o r p o r a t i o n  
p r o v i d e s  a p o o l i n g  o f  t h e  p r o d u c t i v e  r e s o u r c e s  o f  t h e  n a t i o n .  I t  
p r o v i d e s  a forum f o r  i n d i v i d u a l  i n i t i a t i v e  and m o t i v a t i o n  as w e l l  
a s  a l l o w i n g  a f r e e  i n t e r p l a y  o f  a l l  human t a l e n t s .  As Robinson  
B a rk e r  c o n t e n d s ,  "As an o rg an  o f  i n n o v a t i o n ,  t h e  c o r p o r a t i o n ,  
o f  a l l  s o c i a l  i n s t i t u t i o n s ,  i s  t h e  o n ly  one c r e a t e d  f o r  th e  e x p r e s s  
p u r p o s e  o f  making and managing c h a n g e . " ^
F i n a l l y ,  a s  a c o r p o r a t e  c i t i z e n ,  i t  has t h e  r e s p o n s i b i l i t y  
as  any o t h e r  i n d i v i d u a l ,  t o  promote  harmony among th e  members o t  t h e  
community.  I t  i s  f o r  t h e  s e l f - i n t e r e s t  o f  ev e ry o n e  t o  p r o t e c t  t h e  
f a b r i c  o f  s o c i e t y  from b e in g  r i p p e d  t o  s h r e d s .  U n q u e s t i o n a b l y ,  no 
one w an ts  to  e x p e r i e n c e  anew the  c i v i l  d i s o b e d i e n c e  and the  r i o t s  
o f  t h e  e a r l y  s i x t i e s .
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D ru ck e r ,  o p . c i t . , pp .  20-21 .
54Robinson  F. B a r k e r ,  ' “The B u s in e s s m a n ' s  R o l e , "  Management 
A cc o u n t in g  (NAA), Vol.  LIV ( F e b r u a r y ,  1973) ,  p.  16.
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(2) S o c i a l  p r o f i l e  o f  c o r p o r a t e  managers  - The s o c i a l  
p r o f i l e  o f  t h e  managers  can be based  upon t h r e e  b road  a r e a s  o t  
r e s p o n s i b i l i t y ;  f i r s t ,  i n  h i s  c a p a c i t y  as  manager o f  t h e  c o r p o ­
r a t i o n ;  s e c o n d ,  a s  a p r o f e s s i o n a l  manager ;  and t h i r d ,  as  a member 
o f  s o c i e t y .
A l l  t h e s e  t h r e e  a r e a s  r e q u i r e  a s e n s e  o f  p e r s o n a l  r e s p o n ­
s i b i l i t y  from t h e  manager ;  a r e q u i r e m e n t  which b e a r s  h e a v i l y  w i th  
t h e  t r a c e s  o f  th e  p e r s o n a l  v a l u e s  o f  t h e  i n d i v i d u a l  c o n c e r n e d .  
B o u ld in g  made an i n t e r e s t i n g  a t t e m p t  to  d e f i n e  p e r s o n a l  r e s p o n ­
s i b i l i t y .  He s t a r t s  by i n v o k i n g  lo v e  as t h e  g r e a t e s t  o f  t h e  
C h r i s t i a n  v i r t u e s ,  and s i n c e  one c a n n o t  f e e l  t h e  same d e p t h  o f  
em ot ion  ( a l t h o u g h  th e  t e a c h i n g s  o f  r e l i g i o n  commanded ev e ry o n e  t o  do 
so)  , f o r  a l l  t h e  i n h a b i t a n t s  o f  t h e  e a r t h  t h a n  h i s  f e e l i n g s  tow ards  
t h o s e  n e a r  him, the  c l a i m s  o f  l o v e ,  B ou ld ing  m a i n t a i n s ,  can be 
r e d u c e d  t o  a r e a s o n a b l e  d im ens ion  by d e f i n i n g  and l i m i t i n g  r e s p o n ­
s i b i l i t y .  For him, " t h e  i d e a  o f  r e s p o n s i b i l i t y  i s  a r e a s o n a b l e  f i r s t  
a p p r o x i m a t i o n  o f  l o v e ,  e s p e c i a l l y  i n  d e a l i n g  w i t h  t h e  complex r e l a ­
t i o n s h i p s  o f  economic l i f e . " ^  He ad d e d ;
Or i f  we look  a t  t h e  m a t t e r  from t h e  p o i n t  o f  view o f  
d i f f e r e n t  l e v e l s  o f  a b s t r a c t i o n ,  we may say  t h a t  r e s p o n ­
s i b i l i t y  i m p l i e s  c e r t a i n  e x t e n s i o n  o f  s e l f ,  i n  t h a t  
we a r e  co n ce rn ed  f o r  t h e  w e l f a r e  o f  o t h e r s  as  w e l l  as  
f o r  o u r s e l v e s ;  and i t  i s  p r e c i s e l y  t h i s  e x t e n s i o n  o f  
s e l f  which  i s  im p l ie d  in  t h e  c o n c e p t  o f  l o v e .  ^
Kenneth E. Bou ld ing  ( e d . ) "The P r i n c i p l e  o f  P e r s o n a l  Respon 
s i b i l i t y , "  Beyond Economics (Ann A rb o r ,  M ic h ig a n ;  The U n i v e r s i t y  o f  
M ich igan  P r e s s ,  1968) ,  pp .  212-213.
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B o u ld in g  p r o p o s e s  t h e  f o l l o w i n g  meaning o f  r e s p o n s i b i l i t y ,  d i s s e c t i n g
t h e  t e rm  i n t o  r e s p o n s i b i l i t y  f o r  and r e s p o n s i b i l i t y  t o :
r e s p o n s i b i l i t y  f o r  ( i n t e r n a l  r e s p o n s i b i l i t y )  - r e s t s  in  
i n n e r  s e n s e  o f  c o n c e r n  f o r  t h e  o t h e r  p e r s o n  and a t  l e a s t  
a p a r t i a l  i d e n t i f i c a t i o n  o f  h i s  i n t e r e s t  w i t h  o u r s ,  a 
s h a r i n g  o f  h i s  jo y s  and s o r r o w s .
r e s p o n s i b i l i t y  t o  ( e x t e r n a l  r e s p o n s i b i l i t y )  - c o n c e rn s  
w i t h  t h e  lo c u s  o f  power and t h e  s t r u c t u r e  o f  o r g a n i ­
z a t i o n .  We a r e  r e s p o n s i b l e  t o  p e o p l e  who c o u l d  p u t
as  o u t  o f  ou r  jo b  i f  we d o n ' t  s a t i s f y  t h e m . ^
As manager o f  t h e  c o r p o r a t i o n  -  As a l e a d e r  o f  v a s t  r e s o u r ­
c e s  o f  men, m a t e r i a l s  and m a ch in e ,  t h e  manager has  t o  r e c o g n i z e  h i s  
r e s p o n s i b i l i t i e s  t o  th e  c o r p o r a t i o n  and t o  h i s  c o n s t i t u e n t s  - -  s t o c k ­
h o l d e r s ,  e m p loyees ,  s u p p l i e r s ,  c r e d i t o r s ,  and th e  p u b l i c  a t  l a r g e .
With r e g a r d  t o  t h e  c o r p o r a t i o n ,  t h e  manager i s  r e s p o n s i b l e  t o  s e c u r e  
i t s  l o n g - t e r m  v i a b i l i t y ;  t o  t h e  s t o c k h o l d e r s ,  he i s  o b l i g a t e d  to  
s e c u r e  t h e  h i g h e s t  p o s s i b l e  p r o f i t s  w i t h i n  t h e  c o n s t r a i n t s  imposed
by t h e  i n t e r e s t  o f  t h e  r e m a i n i n g  c o n s t i t u e n t s ;  t o  t h e  s u p p l i e r s  and
c r e d i t o r s ,  h i s  o b l i g a t i o n  i s  t o  t r e a t  them f a i r l y  and j u s t l y ;  t o  th e  
e m p loyees ,  he has  t h e  o b l i g a t i o n  t o  a l l o w  them t o  e n jo y  a f a i r  s h a r e  
o f  t h e i r  t o i l ,  and to  h e lp  them a t t a i n  t h e i r  a s p i r a t i o n s  in  l i f e .  
F i n a l l y ,  t h e  g e n e r a l  p u b l i c  d e s e r v e s  t o  be in fo rm ed  a b o u t  th e  t r u e  
p i c t u r e  o f  t h e  c o r p o r a t i o n ' s  a c t i v i t i e s  and t h e  r e s p o n s i b i l i t y  i t  
assumes t o  enhance  s o c i a l  g o a l s  a s  w e l l  as  p r o v i d i n g  f o r  th e  b e s t  
s e r v i c e  p o s s i b l e  a t  a r e a s o n a b l e  p r i c e  t h e  p u b l i c  c o u ld  a f f o r d .
As a p r o f e s s i o n a l  manager -  As a p r o f e s s i o n a l  man, the
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manager has  a r e s p o n s i b i l i t y  to  t h e  p u b l i c  and to  h i s  p ro fe s s ion . -*®
With r e g a r d  t o  t h e  p u b l i c  a p r o f e s s i o n a l  s h a l l  t a k e  f u l l  r e s p o n ­
s i b i l i t y  o f  h i s  a c t i o n s .  While a d m i t t i n g  t h a t  t h e  manager o p e r a t e s  
i n  an e x t r e m e l y  complex e n v i ro n m e n t ,  t h e  f a i l u r e  t o  e x e r c i s e  c a r e  
and f o r e s i g h t e d n e s s  in  e v a l u a t i n g  t h e  p o s s i b l e  outcome o f  a d e c i ­
s i o n  i s  u n d e r s t a n d a b l e  b u t  c e r t a i n l y  i n d e f e n s i b l e .  G.A. P a t t e r s o n ,  
P r e s i d e n t  o f  t h e  I n s t i t u t e  o f  C h a r t e r e d  A c c o u n ta n t s  o f  S c o t l a n d  
has  t h e s e  words a b o u t  t h e  r e s p o n s i b i l i t y  o f  a p r o f e s s i o n  and the  
p r o f e s s i o n a l  man:
A p r o f e s s i o n  i s  s o m e th ing  more t h a n  a job  o r  an 
employment,  and i n c l u d e s  e l e m e n t s  o f  d e d i c a t i o n  o f  
u n s e l f i s h n e s s  o f  r e s p o n s i b i l i t y  and i n t e g r i t y .  The 
p r o f e s s i o n a l  man, i f  he i s  to  p l a y  h i s  f u l l  p a r t  
i n  t h e  community,  must  be p r e p a r e d  t o  a c c e p t  f u l l  
p e r s o n a l  r e s p o n s i b i l i t y  f o r  h i s  a c t i o n s  - -  when
The m a n ag e r ’ s o b l i g a t i o n  to  h i s  p r o f e s s i o n  i s  u tm os t  l o y a l t y ,  and 
th e  r e s p o n s i b i l i t y  o f  en h a n c in g  i t s  s t a t u s .  P e t e r  Drucker  u n d e r ­
s c o r e s  t h e  l a t t e r  p o i n t :  " E x e c u t i v e s  have th e  r e s p o n s i b i l i t y  to
advance  t h e  a r t  o f  b u s i n e s s  management i f  i t  has  to  have th e  s t a t u s
The q u e s t i o n  w h e th e r  o r  n o t  b u s i n e s s  management i s  a 
p r o f e s s i o n ,  i s  beyond th e  scope  o f  t h i s  d i s c u s s i o n .  However, the  
l i t e r a t u r e  i s  r e p l e t e  w i t h  s c h o l a r l y  e x p o s i t i o n s  on th e  s u b j e c t .
wrong,  no l e s s  than  when th e y  a r e  go ing
o f  a p r o f e s s  i o n . " bO
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59 " P r o f e s s i o n a l  R e s p o n s i b i l i t y , "  The A c c o u n t a n t . Vol .  CLXV 
(December 2,  1961) ,  p .  /39 .
k ^ P e t e r  D ru c k e r ,  "Powers and R e s p o n s i b i l i t i e s  o f  the  B u s i ­
n e s s  E x e c u t i v e , "  B u s in e s s  and S o c i e t y , Vol .  3 ( S p r i n g ,  1963) ,  p.  29.
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As a member o f  s o c i e t y  - As a member o f  s o c i e t y ,  t h e  
manager  has  two l e v e l s  o f  r e s p o n s i b i l i t y :  t o  t h e  community where 
he r e s i d e s ,  and t o  h i m s e l f  as  an  i n d i v i d u a l .  His o b l i g a t i o n  t o  h i s  
community r e q u i r e s  good c i t i z e n s h i p  and s e n s i t i v i t y  t o  s o c i a l  
a c t i v i t i e s  where h i s  s k i l l s  and l e a d e r s h i p  a r e  i n d i s p e n s a b l e .  The
m a n a g e r ' s  r e s p o n s i b i l i t y  t o  h i m s e l f  encompasses  many a s p e c t s .  One
o f  them as c o n c e iv e d  in  t h i s  d i s c u s s i o n  i s  f o r  t h e  manager t o  a r t i ­
c u l a t e  i n  t h e  d e c i s i o n - m a k i n g  p r o c e s s  h i s  own c o n v i c t i o n s  a b o u t  a 
d e c i s i o n  t o  r e l i e v e  h i s  c o n s c i e n c e  of  p o t e n t i a l  s t r a i n .  A l b e r t  
C a r r  t e l l s  o f  a f r i e n d  who has  been  b o t h e r e d  as  a r e s u l t  o f  an 
u n d e s i r a b l e  co n d u c t  o f  h i s  company 's  o p e r a t i o n s .  He made t h i s  
o b s e r v a t i o n :
But c o n s c i e n c e  i s  neve r  k i l l e d ;  when i g n o r e d ,  i t  m e re ly  
goes  u n d e rg ro u n d ,  where i t  m a n u fa c tu r e s  t h e  t o x i n s  o f  
s u p p r e s s e d  g u i l t ;  o f t e n  w i t h  s e r i o u s  p s y c h o l o g i c a l  
and p h y s i c a l  c o n s e q u e n c e s . ^
(3)  C o r p o r a t i o n  - manager s o c i a l  p r o f i l e  - With t h e  
manager a t  t h e  he lm,  t h e  c o r p o r a t i o n  i s  t r a n s f o r m e d  i n t o  a s o l i d  
m a c h in e ry  f o r  c a r r y i n g  o u t  t h e  n e c e s s a r y  a c t i v i t i e s  tow ards  th e  
a t t a i n m e n t  o f  i t s  g o a l s .  The manager bcomes a t r u s t e e  f o r  t h e  
c o r p o r a t i o n  as  w e l l  a s  i t s  a c t i o n - m a k e r . I n  t h i s  r e g a r d ,  two 
l e v e l s  o f  r e s p o n s i b i l i t y  a r e  i d e n t i f i e d ,  th e  burden  o f  which f a l l s  
on th e  manager .  The f i r s t  l e v e l  r e q u i r e s  t h e  manager to  a c t  a s  a 
m e d i a t o r  o f  t h e  v a r i o u s ,  and more o f t e n  c o n f l i c t i n g  i n t e r e s t s  o f  th e
^ A l b e r t  Z. C a r r ,  "Can An E x e c u t i v e  A f f o rd  a C o n s c i e n c e ? , "
H arvard  B u s i n e s s  R ev iew , Vol.  XLVIII ( J u l y - A u g u s t ,  1 970 ) ,  p .  60.
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c o r p o r a t e  c o n s t i t u e n c y .  As s u c h ,  i t  i s  i m p e r a t i v e  t h a t  t h e  manager 
s h o u ld  s t a y  n e u t r a l  in  t h e  p r o c e s s .  The second  l e v e l  r e q u i r e s  t h e  
manager t o  r e s t r a i n  t h e  e x e r c i s e  o f  c o r p o r a t e  pow ers .  T h i s  i s  p a r t  
o f  t h e  " c o u n t e r v a i l i n g  power which G a l b r a i t h  has  expounded t o  th e  
e f f e c t  t h a t  s t r o n g  and p o w e r fu l  u n i o n s ,  f o r  exam ple ,  o f f s e t s  th e  c o n ­
t r o l  o f  s t r o n g  and p o w e r f u l  f i r m s . A .  A. B e r l e  s u g g e s t e d  t h a t  t h i s  
c o u ld  be a c c o m p l i sh e d  th ro u g h  t h e  a t t i t u d e s  o f  c o r p o r a t e  managers ,
which  a r e  l i m i t e d  t o  some e x t e n t ,  a t  l e a s t ,  by s o c i e t y ' s  norms and 
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v a l u e s .  A p p a r e n t l y ,  t h i s  e n t a i l s  a s t r o n g  s e n s i t i v i t y  t o  th e  
a t t i t u d i n a l  s h i f t s  o f  t h e  c o r p o r a t i o n ' s  c o n s t i t u e n t s .  I n s e n s i t i v i t y  
t o  t h e s e  changes  would u p s e t  t h e  b a l a n c e  among t h e  i n t e r e s t s  o f  
t h e s e  c o n s t i t u e n t s ;  t h e r e b y  o p e n in g  th e  p o s s i b i l i t y  o f  c o n f l i c t s .  
However, b o th  s e n s i t i v i t y  and i n s e n s i t i v i t y  t o  s o c i a l  i s s u e s  have 
c e r t a i n  b a s i c  d a n g e r s .  Warns W i l l i a m  C asey ,  fo rmer  Commiss ioner o f  
t h e  S e c u r i t i e s  and Exchange Commission:
C o r p o r a t i o n s  can h u r t  th e m s e lv e s  by f a i l i n g  t o  be 
s e n s i t i v e  t o  t h e s e  demands o r  by b e i n g  so a c u t e l y  s e n s i ­
t i v e  t h a t  t h e y  l o s e  s i g h t  o f  t h e i r  c u s t o m e r s ,  and i n ­
v e s t o r s ,  and p r o v i d e  c h a l l e n g e  and o p p o r t u n i t y  f o r  
t h e i r  em p lo y ees .  By f a i l i n g  t o  r e s p o n d ,  th e y  can  l o s e  
to u c h  w i t h  th e  w or ld  a round  them; by o v e r s p e n d i n g  th e y  
can  i n c a p a c i t a t e  t h e m s e l v e s . " ^
62 John  K. G a l b r a i t h ,  American C a p i t a l i s m :  The C oncep t  o f
C o u n t e r v a i l i n g  Power ( B o s to n :  Houghton M i f f l i n  Company, 1952) .
^ M c G u i r e ,  op .  c i t . . p .  138.
64W i l l i a m  J .  C asey ,  " C o r p o r a t e  R e s p o n s i b i l i t y  As Seen from 
t h e  SEC," B u s in e s s  apd S o c i e t y  R ev iew . No. 1 ( S p r i n g ,  1 972 ) ,  pp .  24- 
25.
56
Moreover ,  P e t e r  G, P e t e r s o n ,  fo rmer  S e c r e t a r y  o f  Commerce
and c u r r e n t l y  t h e  b o a rd  cha i rm an  o f  Lehman B r c t h e r s  added :
One y a r d s t i c k  I  have  found u s e f u l  i n  a s s e s s i n g  t h e  r e a l  
s t r e n g t h  o f  a company . . .  i s  how much t im e  i t s  v e ry  
b e s t  p e o p l e  cou ld  d e v o t e  t o  t h e  f u t u r e .  Wherever I  
saw most  o r  a l l  o f  t h e  company p r e o c c u p i e d  w i t h  t o d a y ' s  
and n e x t  m o n t h ' s  and even  t h i s  y e a r ' s  p roblems - -  v e ry  
f r e q u e n t l y ,  I  found,  i t  was an e n t e r p r i s e  t h a t  e i t h e r  
was in  o r  was headed f o r ,  t r o u b l e .
C o n v e r s e l y ,  t h e  b e s t  managed c o r p o r a t i o n s ,  I  found,  
i n v e s t e d  s u b s t a n t i a l  amount o f  t h e i r  most p r e c i o u s  r e ­
s o u r c e  - -  th e  t im e  o f  t h e i r  top  managers  - -  i n  t h e  f u t u r e ;  
p r o t e c t i n g  th e  f u t u r e ;  and d e f i n i n g  t h e  p rob lems  and th e  
o p p o r t u n i t i e s  o f  t h e  f u t u r e ;  and d e c i d i n g  how t o  b e s t  
shape  th e  f u t u r e  i n s t e a d  o f  b e i n g  shocked  by i t . ^
Economic r a t i o n a l e  - The p r e v i o u s  d i s c u s s i o n  has  a t t e m p t e d  
t o  f o r m u l a t e  g u i d e l i n e s  o r  c r i t e r i a  t o  s e r v e  as  a f o u n d a t i o n  fo r  
d e v e l o p i n g  a s o c i a l  p r o f i l e  f o r  b o th  t h e  c o r p o r a t i o n  and th e  mana­
g e r s .  T h i s  s e c t i o n  w i l l  a t t e m p t  t o  d e v e lo p  an economic r a t i o n a l e  
f o r  c o r p o r a t e  invo lvem en t  in  s o c i a l  c o n c e r n s .
The economic r a t i o n a l e  f o r  c o r p o r a t e  c o n f r o n t a t i o n  w i th  
s o c i a l  i s s i e s  i s  b e i n g  fough t  be tween  Fr iedm anism ( a l s o  c a l l e d  
" c l a s s i c a l "  o r  f r e e  e n t e r p r i s e  c r e e d )  and the  " m a n a g e r i a l "  «r s o c i a l  
r e s p o n s i b i l i t y  c r e e d  in  a frame o f  t o t a l  a g g r e g a t i o n  o t  t h e  i s s u e s .  
As p o i n t e d  o u t  e a r l i e r ,  i t  i s  e v i d e n t  t h a t  F r iedm an ism  does  not  
o b j e c t  i f  t h e  company h e lp s  improve t h e  community where i t  i s  
o p e r a t i n g ,  as  long as the  company,  o r  anybody f o r  t h a t  m a t t e r ,  would 
n o t  brand  i t  in  t h e  name o f  s o c i a l  r e s p o n s i b i l i t y .  For  F r iedm an ,
As quo ted  by R o b e r t  C. G u n n e s s , P r e s i d e n t ,  S ta n d a rd  O i l  
Company, ( I n d i a n a )  d u r i n g  h i s  s p eech  b e f o r e  th e  16th  Annual  Confe ­
r e n c e  oh P h i l a n t r o p h y  o f  th e  N a t i o n a l  C o u n c i l  on P h i l a n t r o p h y , 
D e t r o i t ,  M ic h ig a n ,  O c to b e r  23 ,  1973.
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s u c h  an a c t u a t i o n  Is  p u b l i c  r e l a t i o n ,  and would enhance  p r o f i t .  In  
t h i s  c o n t e x t ,  p r o f i t  i s  an a g g r e g a t i o n  o f  t h e  two d im e n s io n s  o f  
p r o f i t  and p r o f i t a b i l i t y  — s h o r t - t e r m  and l o n g - t e r m .
On th e  o t h e r  han d ,  t h e  " m a n a g e r i a l "  v iew  f i e l d e d  i t s  
argum en ts  more on th e  mora l  and e t h i c a l  a s p e c t s  o f  t h e  q u e s t i o n .
The r e s u l t  i s  t h a t  no t  o n ly  t h a t  t h i s  v iew  f a i l s  t o  c o n f r o n t  th e  
F r iedm an ism  argument b u t  a l s o  l o s s e s  t h e  o p p o r t u n i t y  t o  b u i l d  i t s  
a rgum ents  on a common b a s i s  w i t h  t h e  o p p o s in g  v iew,  t h a t  i s ,  
a rguments  based  on p r o f i t s .  C o n s e q u e n t ly ,  to  p u t  t h e  two views 
on a common b a s i s  i s  a c t u a l l y  d e v e l o p i n g  an economic r a t i o n a l e  f o r  
t h e  " m a n a g e r i a l "  v iew.
A l though  s h o r t - t e r m  and l o n g - t e r m  p r o f i t s  o r  p r o f i t a b i l i t y  
a r e  r e l a t e d  t o  eac h  o t h e r ,  t h e y  a r e  s u b j e c t  t o  d i f f e r e n t  c o n s ­
t r a i n t s ,  b o th  i n t e r n a l  and e x t e r n a l .  The i n t e r n a l  c o n s t r a i n t s  
c o n s i s t  i n  t h e  main ,  o f  t h e  g o a l s  and o b j e c t i v e s  o f  t h e  company 
which  may e i t h e r  r e q u i r e  a  s h o r t - t e r m ,  l o n g - t e r m  o r  b o t h ,  m axim iza­
t i o n  o f  p r o f i t s .  U ndoub ted ly ,  w h a te v e r  g o a l  i s  c h o s e n ,  t r a d e - o f f s  
a r e  i n e v i t a b l e .  Thus ,  a  s h o r t - r u n  m a x im i z a t i o n  o f  e a r n i n g s  p e r  s h a r e ,  
may s a c r i f i c e  th e  l o n g - t e r m  p r o f i t a b i l i t y  o f  t h e  e n t e r p r i s e .  Or a 
m a x im i z a t i o n  o f  s h o r t - t e r m  p r o f i t s  may d e s t r o y  t h e  company and th e  
e n t i r e  i n d u s t r y .  A good example o f  t h i s  i s  t h e  w h a l i n g  i n d u s t r y  
w hich  i s  now a t  t h e  p o i n t  o f  e x t i n c t i o n .  A no the r  example i s  t h e  
s t e e l  i n d u s t r y  which a c c o r d i n g  t o  one a c c o u n t  s a y s  t h a t  i f  c e r t a i n  
d i v i s i o n s  o f  t h e  ma jor  s t e e l  m a n u f a c t u r e r s  a r e  fo r c e d  t o  r e d u c e  a i r  
and w a t e r  p o l l u t i o n  as r e q u i r e d  by e x i s t i n g  l a w s ,  i t  would be
58
mure e< onomira l  t o  b r i l d  a now p l a n t  th a n  to  improve  e x i s t i n g  
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o n e s .
The e x t e r n a l  c o n s t r a i n t s  c o n s i s t  o r th e  g e n e r a l  c o n d i ­
t i o n s  in  the m a r k e t p l a c e  as  a f f e c t e d  b e n v i r o n m e n t a l  f a c t o r s  
as  s o c i a l ,  p o l i t i c a l  and economic .  T h u s , chan g in g  l i f e  s t y l e s  
and consumer t a s t e s  and p r e f e r e n c e s  i f  no t  acknowledged b\ th e  
company may a f f e c t  marke t  s h a r e ,  t h e r e b y  e n d a n g e r i n g  t h e  lo n g - t e r m  
p r o f i t a b i l i t y  o f  the  company.  Or m a rk e t in g  shoddy p r o d u c t s  may 
maximize s h o r t - r u n  p r o f i t s  bu t  i t  c e r t a i n l y  compromises th e  l o n g ­
te rm  p r o f i t s .  L i k e w i s e ,  a wanton d i s r e g a r d  fo r  t h e  e n v i ro n m en t  may 
i n v i t e  p o l i t i c a l  i n t e r v e n t i o n  which mav a f f e c t  t h e  l o n g - r u n  v i a b i ­
l i t y  o f  t h e  f i rm .
With the  above frame in  mind,  t h e  economic r a t i o n a l e  t o r
c o r p o r a t e  s o c i a l  invo lvem en t  based  on l o n g - r u n  p r o f i t s  o r  p r o f i t c -
b7
b i l i t y  i s  o b v io u s .  A tew exam ples :
As t o l d  t o  t h i s  w r i t e r  by an i n d i v i d u a l  who baa been work­
ing  in  th e  s t e e l  i n d u s t r y  f o r  q u i t e  somet ime.
b ̂ U n q u e s t i o n a b l y ,  F r iedm anism i s  a s h o r t - t e r m  v iew o f  profi*-  
o r  p r o f i t a b i l i t y  w h i l e ,  t h e  " m a n a g e r i a l "  v iew t a k e s  t h e  l o n g - r u n  a s ­
p e c t s  o f  p r o f i t s  o r  p r o f i t a b i l i t y .  I t  c o u ld  be a r g u e d ,  however ,  t h a t  
w i t h  t h e  a d v e n t  o f  s o c i a l  r e s p o n s i b i l i t y  c o n t r o v e r s y ,  t h e  f reedom o t  
c h o i c e  i s  a r t i c u l a t e d  which  g iv e s  t h e  c o r p o r a t i o n  a c h o i c e  a s  t o  what  
g o a l s  t o  p u r s u e .  T h i s  a rgument opens  up a t  l e a s t  t o  two main i m p o r t ­
a n t  p o i n t s :  (1) i t  s u s t a i n s  t h e  u n s u p p o r t e d  c l a i m  o f  a few i n c l u d i n g  
a D revfus  C o r p o r a t i o n  e x e c u t i v e  t h a t  " t h e  managements which look  a f t e r  
p o l l u t i o n  c o n t r o l ,  consumer p r o t e c t i o n ,  and m i n o r i t y  ' . i r i r . g  a r e  go ing  
to  be t h e  r e a l l y  p r o f i t a b l e  ones in  t h e  f u t u r e ;  (See  R o b e r t  J .  S c h w a r tz ,  
"A Cold Eye on G u i l t - E y e d  I n v e s t i n g , "  B u s in e s s  and S o c ie ty  Rev iew .No. 3 
(Autumn, 1 972 ) ,  p.  8 h ) , and (2) th e  t r e n d  tow ards  more ~3T s c l o s u r e s  of  
company a f f a i r s  as  e i t h e r  r e q u i r e d  o r  s u g g e s t e d  by th e  S e c u r i t i e s  and 
Exchange Commission,  th e  a c c o u n t i n g  p r o f e s s i o n  and o t h e r  g r o u p s ,  a s ­
suming t h a t  t h e  i n v e s t i n g  p u b l i c  would d e s i r a b l y  behave  a g a i n s t  a 
" q u i c k  b u c k , "  Adam S m i t h ' s  " i n v i s i b l e  hand"  might  s t a r t  r e a l l o c a t i n g  
re s o u rc e ' s  in favor  of  d e s i r a b l e  and r e s p o n s i b l e  e n t e r p r i s e s .
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- -  S u p p o r t i n g  e d u c a t i o n  may have a s h o r t -  and l o n g - r u n  
e f f e c t  on th e  company 's  o p e r a t i o n .  The s h o r t - r u n  c o n ­
s i s t s  o f  th e  good image th e  company p r o j e c t s  t o  t h e  
i n d u s t r y - a n t a g o n i s t i c  y o u t1, i n  s c h o o l s .  I t  i s  a 
c>mmon knowledge how s t u d e n t s  p r e v e n t e d  a company,
Dow Chemical  f o r  one ,  from r e c r u i t i n g  in  a ma jor  
s c h o o l  campus.  The lo n g - r u n  p e r s p e c t i v e  in v o lv e s  
a sens* o f  a s s u r a n c e  t h a t  i n d u s t r y  would have a 
s t e a d y  s u p p ly  of  we 11- e d u c a t e d  and w e l l - t r a i n e d  
w ork ing  f o r c e .  Moreover,  i t  i s  now a p a r t  o f  our 
Legal j u r i s p r u d e n c e  th e  c a s e  o f  A .P .  Smith Manu­
f a c t u r i n g  Co. v s .  Barlow in  1953 whereby a s u i t  
was f i l e d  i n  court,  r e s t r a i n i n g  th e  company fron. 
making c o n t r i b u t i o n s  lo  a s c h o o l .  The Supreme 
Cour t  o f  Ntw J e r s e y  uphe ld  the  d e s i r e  by th e  
c o r p o r a t i o n  to  i n s u r e  and s t r e n g t h e n  the  s o c i e t y  
w hich  g iv e s  them e x i s t e n c e .
- -  ’l e l p i n g  improve the  community where t h e  company is  
l o c a t e d  may have a t r emendous  e f f e c t  on t ve q u a l i t y  
and produc ’ i v i t y  o f  (lie work f o r c e .  This  is demons­
t r a t e d  by a l l o w i n g  b re a k s  t o  employees  d u r i n g  t h e i r  
w ork ing  hours  which r e s u l t  in  i n c r e a s e d  p r o d u c t i v i t y .
- -  MiGraw-l l i l l  i s  t a k i n g  an e n l i g h t e n e d  view towards  i t s  
c o n t r i b u t i o n s .  F i r s t ,  i t  t o o k  a " h o l i s t i c "  view o f  
i t s  o p e r a t i o n  as  in  th e  com munica tion  and e d u c a t i o n  
b u s i n e s s  b e in g  a p u b l i s l e r .  So i t s  main c o n t r i b u ­
t i o n s  go to a c t i v i t i e s  to  promote i t s  a r e a  o f  o p e r a ­
t i o n .  On top  o t  t h i s ,  i t  t ook  a view t i i a t  New York 
C i t y  i s  s u f f e r i n g  from a s h o r t a g e  o f  q u a l i t y  work 
f o i c e  because  such  employees  a r e  l e a v n g  t h e  c i t y .  So 
c e r t a i n  c o n t r i b u t i o n s  a r e  a l l o t t e d  to  urban  a f f a i r s  
a c t i v i t i e s  as  w e l l  as  t o  th e  a r t s  t o  a t t r a c t  good 
wot k o r s .
- -  M in o r i t y  l u r i n g  and h e l p i n g  m i n o r i t y  b u s i n e s s e s  i s  a 
way o f  p l a c i n g  th e  m i n o r i t i e s  in  t h i s  c o u n t r y  i n t o  th e  
m a in s t r e a m  of  American l i f e  th ro u g h  t h e i r  own m o t i v a ­
t i o n  and har  1 work.  Th i s  would m in im ize  w e l f a r e ,  and 
most oi a l l  p rev en t  a n o t h e r  Wat ts  and o t h e r  p rob lem s  
o f  t ie s i x t i e s .
A 8 ,
TheoJo re  h . S o re n s e n ,  " P u b l i c  O b l i g a t i o n s  and the  P r i v a t e  
C o r p o r a t i o n , "  S a tu rd ay  Review , ( Ma. 14, 19«>6) , p .  7b.
f.9
As d i s c u s s e d  in one ol the  monthly m e e t in g s  o f  th e  NACBS 
S c h o l a r  Program.
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- -  P u b l i c  p o l i c e  i s  a g a i n s t  t h e  c o n t i n u e d  d e g r a d a t i o n  
o f  th e  e n v i ro n m e n t .  F a i l u r e  t o  a l l e v i a t e  p o l l u t i o n  
may c o s t  more t o  do i n  t h e  f u t u r e .  C o s t s  may i n ­
v o lv e  r e s t o r i n g  a p a s t  damage a n d / o r  p r e v e n t i n g  
c u r r e n t  and f u t u r e  damage.  To t h e s e  c o s t s  s h a l l  
be added t h e  e f f e c t s  o f  g o v e rn m e n ta l  i n t e r v e n t i o n ,  
t h e  bad p u b l i c i t y ,  p rob lems  i n  r e c r u i t i n g  l a b o r  
e s p e c i a l l y  th e  vouth  in  s c h o o l  t o d a y ,  the  p u b l i c  
r e l a t i o n s  p rob lem  t h a t  w i l l  r e s u l t ,  e t c .  O b v io u s ­
l y ,  t h e s e  a r e  h idden  c o s t s  which  have l o n g - t e r m  
i m p l i c a t i o n .
- -  The d e c i s i o n  o f  th e  o i l  i n d u s t r y  t o  i n c r e a s e  t h e i r  
1973 p r o f i t s  as  much as 59 p e r c e n t  from l a s t  yea r  
mav have e i t h e r  s h o r t -  and l o n g - t e r m  e f f e c t s .  The 
s h o r t - t e r m  e f f e c t  i s  t h a t  p r o f i t s  i n c r e a s e d  c o n ­
s i d e r a b l y  bu t  may be t h e  c o s t  o f  such  a d e c i s i o n  
have n o t  been a s s e s s e d  c a r e f u l l v .  For i n s t a n c e ,  
gove rnm e n ta l  i n t e r v e n t i o n  i s  s h a p i n g  up ,  t h e  r e ­
s u l t s  of  p u b l i c ' s  f u r o r  i s  u n a s c e r t a i n a b l e  a t  t h i s  
p o i n t ,  the  outcome and th e  p o s s i b l e  e f f e c t s  of  the  
t r u c k  s t r i k e  is  s t i l l  unknown, t h e  c o s t  o f  t e l e ­
v i s i o n  t ime e x p l a i n i n g  t h e s e  i n c r e a s e d  p r o f i t s ^  
may he t rem endous .  The l o n g - t e r m  i m p l i c a t i o n  may 
i n c l u d e  the  u n c e r t a i n t y  o f  what th e  government in 
r e s p o n s e  t o  p u b l i c  d i s e n c h a n tm e n t  would d o . ^
' ^ " O i l  P r o f i t s  Under F i r e , "  o p . ( . i t . ,  p ,  32.
^ O n  tlie o i l i e r  hand,  i t  cou ld  be t h a t  th e  p rob lem  on o i l  
p r i c e s  may be s e t t l e d  once and fo r  a l l  t o r e  in.: t h e  government to  t a k e  
a hard  look a t  i t s  p o l i c i e s .  M o reo v e r , th e  p u b l i c  w i l l  r e a l i z e  t h a t  
t h e  p o s s i b i l i t y  oi o i l  shortage* i s  r e a l ,  and th e  use of  i t  w i l l  c o s t  
more.  A ls o ,  t h i s  migh t  r e s u l t  in what  t h e  m a r k e t i n g  d i s c i p l i n e  i s  
p r o p a g a t i n g  now - -  r e s p o n s i b l e  c o n s u m p t io n .  T h i s  would mean t h a t  c o n ­
sumers w i l l  t a k e  a new view of  c a r s  as  a means o f  t r a n s p o r t a t i o n  and 
no l o n g e r  as  a s t a t u s  symbol.  Of c o u r s e ,  G ene ra l  Motors which i s  
t h e  p r i n c i p a l  m a n u f a c t u r e r  o f  b ig  c a r s  mav s u f f e r  a r e d u c t i o n  in s a l e s  
o f  b ig  c a r s  in  t h e  s h o r t - r u n  but  w i l l  i n c r e a s e  s a l e s  of  s m a l l  c a r s  in 
th e  l o n g - r u n .  Tn the  end ,  a r e a l  c o n s e r v a t i o n  o f  ene rgy  as w e l l  as 
s t e e l  and o t h e r  m a t e r i a l s  used in m a n u l a c t u r i n g  c a r s  mav be r e a l i z e d .
P r o f e s s o r  K r i s t o l  a rg u e s  t h a t  the* oi  I companies  d id  t h i n k  
e c o n o m i c a l ! \ , but  t a i l e d  t o  t h i n k  p o l i t i c a l l y .  T h in k in g  e c o n o m i c a l 1v , 
he m a i n t a i n s  means " t r v i n g  t o  d i s c e r n  th e  o p p o r t u n i t y  t h a t  e v c r \  p r o b ­
lem g iv e s  r i s e  t o . "  Thus th e  o i l  companies  took th e  o p p o r t u n i l v  of 
r a i s i n g  t h e i r  p r i c e s  d u r i n g  the  o i l  embargo.  T h in k in g  p o l i t i c a l l y  
means " t r y i n g  t o  d i s c e r n  the  problem t h a t  e v e ry  o p p o r t u n i t y  g iv e s  r i s e
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- -  B u s in e s s  does  n o t  t h r i v e  in  a t u r b u l e n t  and a 
n e a r - c h a o t i c  e n v i ro n m e n t .  The e x p e r i e n c e  i n  t h e  
P h i l i p p i n e s  which  was th e  r e s u l t  o f  o i l  p r i c e  
i n c r e a s e s  by t h e  m a jo r  American o i l  com panies  
o p e r a t i n g  in  t h e  i s l a n d s  i s  a c l a s s i c  example t h a t  
a f f e c t e d  b o th  American and F i l i p i n o  b u s i n e s s e s .
The s i t u a t i o n  was d e s c r i b e d  by t h i s  w r i t e r  i n  a 
c a s e  p a p e r  w r i t t e n  f o r  a c l a s s  i n  b u s i n e s s  and 
s o c i e t y :
On Monday m orn in g ,  J a n u a r y  8 ,  1971,  a f t e r  
th e  w ork in g  men have gone t o  work ,  t h e  t r a n s p o r t  
s t r i k e  s t a r t e d .  At 9 :00  A. M . , m a jo r  t h o r o u g h ­
f a r e s  were  d e s e r t e d ;  human b a r r i c a d e s  were  s e t  up 
in  s t r a t e g i c  s t r e e t s ;  t a x i c a b s  and buses  were 
s t o n e d ;  a cab  and a bus were b u rn e d .
L i k e w i s e ,  t h e  s t u d e n t  r a d i c a l s  j o i n e d  th e  
s t r i k e .  C l a s s e s  were b o y c o t t e d  . . . .  Women-students  
from e x c l u s i v e l y  a f f l u e n t  C a t h o l i c  s c h o o l s  walked  
o u t  from t h e i r  c l a s s r o o m s ,  and j o i n e d  t h e  d r i v e  
f o r  funds  f o r  t h e  s t r i k i n g  t r a n s p o r t  em p loyees .
A l l  t o l d ,  t h e  s t r i k e  was a  s u c c e s s ,  and M ani la  was 
c r i p p l e d  f o r  o v e r  a  week.
To d a t e ,  no a c c u r a t e  s t a t i s t i c s  a r e  y e t  a v a i l ­
a b l e  m e a su r in g  th e  c o s t  o f  su ch  a c r i p p l i n g  s t r i k e  
i n  a m a jo r  b u s i n e s s  c e n t e r  a s  M an i l a  in  te rm s  o f  
l o s t  w ork ing  h o u r s ,  l o s t  w ages ,  l o s t  r e v e n u e s  and 
s a l e s  ( b u s i n e s s e s  in  t h e  c i t y  r e p o r t e d  as much as  
75 p e r c e n t  d e c r e a s e  in  s a l e s  d u r i n g  th e  s t r i k e ) .  
B u s in e s s  f i rm s  had to  use  t h e i r  d e l i v e r y  vans  and 
t r u c k s  t o  f e r r y  t h e i r  w o rk e r s  t o  and from work.  
American companies  w i t h  f i n a n c i a l  s t a t e m e n t  d e a d l i n e s  
ab road  had to  house t h e i r  employees  r i g h t  in  t h e i r  
premi s e s .72
t o . "  Thus ,  K r i s t o l  c r i t i c i z e d  th e  o i l  i n d u s t r y  f o r  n o t  c o n s i d e r i n g  th e  
p o l i t i c a l  i m p l i c a t i o n s  o f  r a i s i n g  p r i c e s  d u r i n g  th e  o i l  c r i s i s .  The 
companies  looked l i k e  , " p r o f i t e e r s " f o r  t h e i r  i n c r e a s e d  p r o f i t s  were 
e x t r e m e l y  p a i n f u l  f o r  t h e  a v e r a g e  A m e r ic a n , n o t  m e n t io n i n g  th e  hundreds  
o f  th o u s a n d s  o f  p e o p l e  thrown o u t  o f  work and t h r e a t e n e d  w i t h  i n s o l ­
vency .  See I r v i n g  K r i s t o l , " T h e  C o r p o r a t i o n  and th e  D i n o s a u r , "  The Wall 
S t r e e t  J o u r n a l , F eb ru a ry  14, 1974,  p .  14; "The C o r p o r a t i o n :  A Las t  
Word,"  The Wall S t r e e t  J o u r n a l , March 14,  1974, p .  16.
72a c a s e  pape r  p r e s e n t e d  by t h i s  w r i t e r  b e f o r e  a management 
c o u r s e  on B u s in e s s  and S o c i e t y  a t  L o u i s i a n a  S t a t e  U n i v e r s i t y ,  November, 
1971.
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C o r p o r a t e  S o c i a l  R e s p o n s i b i l i t y  i n  P e r s p e c t i v e
To p l a c e  t h i s  c o n c e p t  i n  i t s  r i g h t f u l  p e r s p e c t i v e ,  
i t  i s  i m p e r a t i v e  t h a t  a f u r t h e r  d i s c u s s i o n  i s  needed  t o  u n t a n g l e  
t h e  b a s i c  p rob lem s  i d e n t i f i e d  w i t h  t h e  l o n g - t e r m  economic 
r a t i o n a l e  o f  c o r p o r a t e  invo lvem en t  in  s o c i a l  i s s u e s  p ro p o sed  i n  
t h e  p r e c e d i n g  s e c t i o n .  Two o t h e r  p o i n t s  have t o  be d i s c u s s e d  
nam ely ,  t h e  p l a n n i n g  f o r  s o c i a l  a c t i o n  must  be s t r u c t u r e d ,  and the  
f e a r  o f  s t o c k h o l d e r  b l a c k l a s h  may n o t  be r e a l  as  f e a r e d ;  i n  f a c t ,  
r e s p o n s i v e n e s s  and a d a p t a b i l i t y  t o  p e r v a s i v e  s o c i a l  demands a r e  
c h a r a c t e r i s t i c s  o f  a good management t h a t  c o u l d  g u a r a n t e e  t h e  com­
p a n y ' s  f u t u r e  p r o f i t a b i l i t y .
Long- te rm  p r o f i t  r a t i o n a l e  - The p rob lem  w i t h  lo n g - t e r m  
p r o f i t  as  an economic r a t i o n a l e  f o r  p u r s u i n g  s o c i a l  g o a l s  i s  t h a t  
i t  i s  n o t  a c c e p t a b l e  t o  c o r p o r a t e  management.  Reasons  t o  s u p p o r t  
i t  a r e  h a rd  t o  f i n d ;  and i t  one f i n d s  a r e a s o n ,  i t  would be a 
s p e c u l a t i o n  a t  b e s t .  For  one t h i n g ,  i t  would no t  be a c c u r a t e  to  
c l a i m  t h a t  c o r p o r a t e  management i s  n o t  p l a n n i n g  f o r  t h e i r  o p e r a t i o n  
tomorrow. L i k e w i s e ,  t o  assume t h a t  management ' s  s o l e  c o n c e rn  i s  t o  
maximize e a r n i n g s  p e r  s h a r e  i n  t h e  s h o r t - r u n  t o  enhance  t h e  p e r f o r m ­
a n ce  o f  i t s  s t o c k  i n  t h e  s t o c k  m a rk e t  may n o t  be t r u e  e i t h e r .  There  
i s  a d i f f e r e n c e ,  f o r  i n s t a n c e ,  be tween c o n t r i b u t i n g  money f o r  a g l o b a l  
type  o f  t r a i n i n g  the  h a r d - c o r e  t h a n  s p e n d in g  money to  t r a i n  a d i s ­
a d v a n ta g e d  employee o f  th e  company.  The b e n e f i t  which t h e  b u s i n e s s ­
man i s  c o n t e m p l a t i n g  from th e  l a t t e r  i s  som eth ing  c o n c r e t e ;  w h i l e  t h e  
b e n e f i t  from th e  fo rm er i s  a mere a s s u r a n c e  t o  c o n s c i e n c e  t h a t  th e  
c o r p o r a t e  e x e c u t i v e  has done h i s  p a r t  t o  s o c i e t y .  A d m i t t e d l y ,  t h e r e
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a r e  h id d e n  b e n e f i t s  i n  t h i s  c a s e ,  l i k e  improved image ,  b u t  s t i l l  
t h e  c o r r e s p o n d e n c e  be tween  c o s t  and b e n e f i t  i s  n e b u l o u s .  Corpo­
r a t e  managers  a r e  t h e  g r e a t e s t  p r a g m a t i s t s .  Whi le  t h e i r  c o n s c i e n c e  
can  s u s t a i n  a n e b u l o u s  c o n c e p t ,  p ragm a t i sm  which  i s  embedded in  
t h e i r  l i v e s  would n o t  a l l o w  them t o .  T h a t  i s  why,  a s  A l b e r t  C ar r  
o b s e r v e d ,  "When t h e  d i r e c t o r s  and managers  o f  a c o r p o r a t i o n  e n t e r  
t h e  boardroom t o  d e b a t e  p o l i c y ,  t h e y  p a r k  t h e i r  p r i v a t e  c o n s c i e n c e s  
o u t s i d e .
Pragmat ism i n  b u s i n e s s  a p p e a r s  t o  be p e r p e t u a t e d  by th e
c o s t - b e n e f i t  measurement o f  t h e  e c o n o m i s t s .  T h i s  s t a t e m e n t  o f  t h e
l a t e  E l i  G o l d s t o n ,  P r e s i d e n t  o f  E a s t e r n  Gas and F ue l  A s s o c i a t e s ,  and
who has  w r i t t e n  e x t e n s i v e l y  on c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y ,  i s
i n d i c a t i v e  o f  t h i s  c o s t - b e n e f i t  syndrome: " Q u a n t i f i c a t i o n  i s  the
g u t s  o f  t h e  p rob lem  b e c a u s e  i f  you c a n ' t  m easu re  i t  you c a n ' t  do
74a n y t h i n g  ab o u t  i t . "
P e rh ap s  i t  would be u s e f u l ,  f o r  t h e  p u rp o s e  o f  a n a l y s i s ,  
t o  d e f i n e  p rag m a t i sm  in  te rm s  o f  p rag m a t i sm  p e r  se and p ragm at ism  
i n  c o n c e p t u a l  t e rm s .  The fo rmer  has  a c o n c r e t e  and d e f i n a b l e  l i m i t s  
and i s  n e a t l y  r e l a t e d  t o  t h e  c o s t - b e n e f i t  r e l a t i o n s h i p  o f  the  
e c o n o m i s t s .  On t h e  o t h e r  hand,  c o n c e p t u a l  p ragm a t i sm  a c c e p t s  
c e r t a i n  n e b u l o u s  r e l a t i o n s h i p s  t h a t  o n ly  t h e  s e n s i t i v e n e s s  and
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r e a s o n a b l e n e s s  o f  an i n d i v i d u a l  c o u ld  p o s s i b l e  s u s t a i n .  Thus ,  
p u r s u i n g  s o c i a l  g o a l s  based  on u n d e f in e d  l o n g - t e r m  b e n e f i t  f a l l s  
under  t h i s  c o n c e p t .
Pragmat ism p e r  s e , r e d u c e s  t h e  a b i l i t y  o f  c o r p o r a t e
management t o  a c c e p t  and to  ad o p t  t o  ch an g e .  I t  p rom otes  a
myopic and c a t a r a c t e d  view o f  the  e n t e r p r i s e ' s  o p e r a t i o n .  D a n ie l
B e l l  made t h i s  o b s e r v a t i o n ,  w i t h  r e s p e c t  t o  t h e  r e a c t i o n  o f  i n d u s t r y
t o  workmen 's  co m p e n sa t io n .
Workmen’s co m p e n sa t io n  was an i s s u e  t h a t  i n f l a m e d  a 
g e n e r a t i o n  o f  r a d i c a l s  and was fough t  by i n d u s t r y  on 
t h e  ground t h a t  i t  would r e l i e v e  t h e  workman o f  " i n d i ­
v i d u a l  r e s p o n s i b i l i t y "  f o r  h i s  a c t i o n s ;  y e t  who to d a y  
would deny t h a t  i n d u s t r i a l  s a f e t y  i s  a l e g i t i m a t e  c o s t  
o f  f a c t o r y  o p e r a t i o n s ? ^
F i n a l l y ,  i f  p u r s u i n g  s o c i a l  c o n c e rn s  under  th e  l o n g - t e r m  
p r o f i t a b i l i t y  r a t i o n a l e  o f  th e  e n t e r p r i s e  i s  a domain o f  c o n c e p t u a l  
p ra g m a t i s m ,  then  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  i s  a c t u a l l y  p r o v i d i n g  
an e n v i ro n m en t  in  which c o r p o r a t i o n  can  p r o s p e r .
S t r u c t u r i n g  an a c t i o n  r e s p o n s e  p rogram - C o r p o r a t i o n s
which  embrace t h e  b roadened  c o n c e p t  of  p ragm a t i sm  expounded ab o v e ,  
and commit t h e m s e lv e s  t o  r e spond  to  s o c i a l  demands r e a l i z e  t h a t  
c e r t a i n  o r g a n i z a t i o n  norms and p a t t e r n s  a r e  d i s t u r b e d  and n e c e s s i t a t e  
r e v i s i o n s  and c h a n g e s .  Ackerman o f  tiie H arvard  B u s in e s s  School i d e n ­
t i f i e d  t h r e e  o f  t h e s e  problem s e s p e c i a l l y  in a d e c e n t r a l i z e d  c o r p o ­
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r a t i o n :  (1)  The s e p a r a t i o n  o f  c o r p o r a t e  and d i v i s i o n  r e s p o n s i b i l i ­
t i e s  i s  t h r e a t e n e d ,  b e c a u se  a l t h o u g h  th e  d i v i s i o n  managers  a r e  
supposed  t o  be autonomous i n  most  a s p e c t s  o f  t h e i r  o p e r a t i o n ,  t h e  
company p r e s i d e n t ,  a s  a c onsequenc e  o f  h i s  p u b l i c  s t a t e m e n t s  on 
s o c i a l  r e s p o n s i v e n e s s ,  may have to  i n t e r f e r e  i n  t h e  o p e r a t i o n  o f  h i s  
f i e l d  u n i t s  t o  i n s u r e  companywide r e s p o n s e  to  h i s  commitment.  (2)
The f i n a n c i a l  r e p o r t i n g  s y s t e m  i s  i n a d e q u a t e  and i n e f f e c t i v e  in  
m e a s u r i n g  s o c i a l  r e s p o n s i v e n e s s .  And (3)  t h e  e x e c u t i v e  p e r f o r m a n c e ,  
e v a l u a t i o n ,  and rew ard  p r o c e s s  i s  c h a l l e n g e d  due t o  t h e  f a c t  t h a t  
i n  e v a l u a t i n g  t h e  p e r fo rm a n c e  o f  s u b o r d i n a t e s ,  th e  b a s i s  i s  n o t  
s o l e l y  on t h e  bo t tom  l i n e ,  b u t  on a much b r o a d e r  and s u b t l e r  ways .
Yet  f i n a n c i a l  a p p r a i s a l  i s  paramount in  o b t a i n i n g  th e  s u b o r d i n a t e s '  
s u p p o r t  i n  a t t a i n i n g  d i v i s i o n  g o a l s . ^  Ackerman c i t e d  a d i v i s i o n  
m a n a g e r ' s  r e l u c t a n c e  " to  i n s i s t  on m i n o r i t y  h i r i n g  and advancement 
q u o ta s  which  he f e l t  would i n t r o d u c e  new r e s t r i c t i o n s ,  a m b i g u i t i e s ,  
and p o s s i b l \ ,  d i s c o r d  i n t o  th e  p r o c e s s  o f  e v a l u a t i n g  h i s  m a n a g e r s . " 77
Of c o u r s e ,  th e  above  i s  p r e d i c a t e d  on th e  p r e m is e  t h a t  
m i n o r i t y  h i r i n g ,  f o r  i n s t a n c e ,  w i l l  t a k e  a c o n s i d e r a b l e  t im e  away 
from t h e  normal h i r i n g  r o u t i n e  o r  would c r e a t e  s e r i o u s  i n e f f i c i e n c i e s  
i n  t h e  d i v i s i o n ' s  o p e r a t i o n .  T h i s  i s  n o t  t h e  c a s e ,  however ,  a c c o r d i n g  
t o  t h e  Employee R e l a t i o n s  O f f i c e  o f  a p a r t i c i p a t i n g  company in  the  
NACBS S c h o l a r  Program. G e n e r a l l y ,  a d d i t i o n a l  c o s t s  were i n c u r r e d
76R o b e r t  W. Ackerman,  How Companies Respond t o  S o c i a l  
Demands ,"  The Harvard B u s in e s s  R ev iew , Vol.  LI ( J u l v - A u g u s t ,  1973) ,  
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i n  s e a r c h i n g  f o r  p r o s p e c t i v e  m i n o r i t y  employees  which  migh t  i n v o l v e  
i n t e r v i e w i n g  a t  a p r e d o m i n a n t l y  m i n o r i t y  s c h o o l  o r  p a y i n g  an employ­
ment agency  t o  s e a r c h  f o r  such  m i n o r i t i e s .  M oreoever ,  a  commitment t o  
r e s p o n d  t o  s o c i a l  c a u s e s ,  o r  any g o a l  f o r  t h a t  m a t t e r ,  i n v o l v e s  a 
t o t a l  company commitment; from top  t o  b o t to m  i n  t h e  c o r p o r a t e  h i e ­
r a r c h y .  T h i s  i s  n o t  e v i d e n t  in  t h e  company s t u d i e d  by P r o f e s s o r  
Ackerman.  A h a l f - h e a r t e d  commitment w i l l  d o  harm th a n  good.  The 
i n i t i a l  r e s p o n s e  o f  b u s i n e s s e s  a f t e r  th e  r i o t s  o f  t h e  1 9 6 0 ' s  i s  a 
r e m i n i s c e n t  o f  t h i s  s i t u a t i o n .  Says an e x e c u t i v e  o f  S ta n d a rd  O i l  
Company ( I n d i a n a ) :  "Looking back  o v e r  t h e  p a s t  f i v e  y e a r s ,  my own
f e e l i n g  i s  t h a t  w e 'v e  been  d i s p e n s i n g  B a n d a i d s .  We've used
c o r p o r a t e  r e s o u r c e s  t o  d e a l  w i t h  symptoms o f  u rban  p rob lem s  w i t h o u t
78r e a l l y  g e t t i n g  t o  t h e  b a s i c  c a u s e s . "
The p o s i t i o n  t a k e n  in  t h i s  w r i t i n g  i s  t h a t  t h e  a c t i o n  and 
r e s p o n s e  p rogram  o f  an e n t e r p r i s e  s h o u ld  be an i n t e g r a l  p a r t  o f  
i t s  s t r a t e g i c  p l a n n i n g ,  and s h a l l  be a commitment o f  t h e  t o t a l  
c o r p o r a t i o n ,  r e i n f o r c e d  by t h e  same s t a n d a r d s  o f  g o a l  s e t t i n g ,  a c c o u n t ­
a b i l i t y ,  p e r fo rm a n c e  m easu re m en ts ,  and t h e  e n fo rc e m e n t  o f  e s t a b l i s h e d  
re w a rd s  and p e n a l t i e s .  To i l l u s t r a t e  t h e  p l a n n i n g  p r o c e s s ,  an o v e r ­
a l l  c o r p o r a t e  s o c i a l  p l a n n i n g  and d e c i s i o n  model  i s  p r e s e n t e d  in  
F i g u r e  3.
The i n p u t s  to  t h e  model may be i n t e r n a l  o r  e x t e r n a l  o r  
b o t h .  The i n t e r n a l  i n p u t s  mav e i t h e r  be (1)  t h e  f eedba ck  from th e
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model i t s e l f  a n d / o r  (2) th e  r e s u l t s  o f  t h e  a n a l y s i s  and e v a l u a t i o n  
o f  c u r r e n t  s o c i a l l v - r e l e v a n t  p rograms o f  t h e  company. The l a t t e r  
i n p u t  i s  t h e  outcome o f  t h e  s p e c i a l  f e a t u r e  o f  t h e  m ode l ,  t h a t  i s ,  
i t  s e r v e s  n o t  o n ly  as a p l a n n i n g  t o o l  b u t  a l s o  as a v a l i d a t i n g  
d e v i c e  o f  e x i s t i n g  s o c i a i l y - r e l e v a n t  programs o f  an e n t e r p r i s e .  
A p p a r e n t l y ,  a c o r p o r a t i o n  may have v a r i o u s  s o c i a l l y - r e l e v a n t  
p r o j e c t s  b e i n g  u n d e r t a k e n  c u r r e n t l y .  But  n o t  a l l  o f  them i s  c o n ­
s i s t e n t  w i t h  t h e  o v e r a l l  s o c i a l  g o a l s  o f  t h e  company; and i f  i t  
d o e s ,  a p a r t i c u l a r  p rogram may n o t  meet  t h e  c r i t e r i a  f o r  s e t t i n g  
up p r i o r i t i e s  e s t a b l i s h e d  e a r l i e r .  T h e r e f o r e ,  t o  p romote  e f f i ­
c i e n c y  i n  a t t a i n i n g  t h e s e  s o c i a l  g o a l s ,  each  s o c i a l  p rogram  s h a l l  
be e v a l u a t e d  a c c o r d i n g  to  i t s  c o n t r i b u t i o n  t o  t h e  acc om pl i shm en t  of  
such  g o a l s .  The model p r o v i d e s  t h i s  e v a l u a t i o n  p r o c e s s ,  and th e  
r e s u l t i n g  programs s e l e c t e d  become t h e  company 's  p rogram p r i o r i t i e s .
The e x t e r n a l  i n p u t s  a r e  t h e  r e s u l t s  o f  t h e  i n t e r a c t i o n  
between the  company and s o c i e t y .  These a r e  the  p e r v a s i v e  s o c i a l  
c o n d i t i o n s ,  i s s u e s ,  p r e s s u r e s ,  p r e o c c u p a t i o n s ,  e t c .
Assuming t h a t  an o v e r a l l  c o r p o r a t e  s o c i a l  g o a l s  has been 
e s t a b l i s h e d  and made p a r t  o f  t h e  company 's  s t r a t e g i c  p l a n ,  th e  n ex t  
s t e p  in  t h e  model i s  t h e  f o r m u l a t i o n  o f  a p rogram p r o f i l e  which 
s t a r t s  w i t h  t h e  i d e n t i f i c a t i o n  o f  p o t e n t i a l  s o c i a l  p rograms as w e l l  
as  d e v e l o p i n g  program c r i t e r i a  ( s e c  t h e  program s e l e c t i o n  g u i d e l i n e s  
e s t a b l i s h e d  e a r l i e r ) ,  c o n s i s t e n t  w i t h  t h e  o v e r a l l  s o c i a l  g o a l s  o f  
t h e  company as e s t a b l i s h e d  in  t h e  s t r a t e g i c  p l a n .  C o n s e q u e n t ly ,  
t h e s e  p o t e n t i a l  p rograms have t o  be s c r e e n e d  based  on t h e  c r i t e r i a ;  
d e f i n e  t h e  s p e c i f i c  g o a l s  and o b j e c t i v e s  o f  t h e  s p e c i f i c  p ro g ra m (s )
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t h a t  meet  t h e  c r i t e r i a ;  i d e n t i f y  t h e  e x i s t i n g  c a p a b i l i t i e s  - -  mone­
t a r y  o r  p e r s o n n e l  - -  o f  t h e  company; match e a c h  program w i t h  
e x i s t i n g  and a v a i l a b l e  c o r p o r a t e  r e s o u r c e s ;  and f i n a l l y ,  s e l e c t  a l l  
t h e  s p e c i f i c  p rogram which  t h e  company i s  w i l l i n g  t o  u n d e r t a k e  
b a s e d  on th e  r e s u l t s  o f  t h e  above  a n a l y s i s .  Note t h a t  t h e  f o r m u l a ­
t i o n  o t  t h i s  p rogram p r o f i l e  may r e q u i r e  an i n t e r d i s c i p l i n a r y  c o o p e ­
r a t i o n  e i t h e r  among company p e r s o n n e l  o r  be tween  t h e  company s t a f f  
and q u a l i f i e d  c o n s u l t a n t s .
The n e x t  s t e p  in  t h e  model d e a l s  w i t h  t h e  i m p le m e n ta t i o n  
f o l l o w e d  by s e t t i n g  up a c o s t  p r o f i l e  f o r  eac h  p rogram .  The 
c o s t i n g  (measurement)  me thodology w i l l  be d i s c u s s e d  i n  C h a p t e r  V 
o t  t h i s  s t u d y .
The e v a l u a t i o n  p h a s e  o f  t h e  model c o n s i s t s  o f  (1)  e v a l u a ­
t i n g  t h e  e f f i c i e n c y  and e f f e c t i v e n e s s  in  im p lem en t ing  t h e  program 
i n  r e l a t i o n  t o  i t s  s p e c i f i c  g o a l s  and (2) a s t r i c t  c o s t / b e n e f i t  
a n a l y s i s  which f o c u s e s  on th e  b e n e f i t  d e r i v e d  from t h e s e  p ro g ram s .  
As a f i r s t  s t e p ,  i t  would e l i m i n a t e  some o t  t h e  p rob lem s  i f  t h e  
p h r a s e  " b e n e f i t s  t o  whom," s h a l l  be d e f i n e d  b e c a u se  t h e  b e n e f i t s  o f  
most  s o c i a l  programs a r e  r e a d i l y  v i s i b l e  from th e  s t a n d p o i n t  o f  
t h o s e  i n t e n d e d  t o  be a f f e c t e d  su ch  a s  s p e c i f i c  g roups  o r  t h e  s o c i e t y  
a t  l a r g e  r a t h e r  t h a n  from t h e  p o i n t  o f  v iew o f  t h e  c o r p o r a t i o n .  Of 
c o u r s e ,  c o n s i d e r i n g  t h e  s t a t e  o f  t h e  a r t ,  a m e a n in g f u l  e v a l u a t i o n  
based  on a c o s t / b e n e f i t  a n a l y s i s  i s  s t i l l  n o t  p o s s i b l e .  A f u r t h e r  
e v a l u a t i o n  would i n v o l v e  a s c e r t a i n i n g  th e  e f f e c t  o f  t h e s e  s o c i a l  
p rograms on th e  p u b l i c  image o f  th e  company.  E x i s t i n g  m e th o d o lo g i e s  
i n  t h e  b e h a v i o r a l  s c i e n c e s  may be u t i l i z e d  f o r  t h i s  p u r p o s e .
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A growing p r a c t i c e  o f  c o r p o r a t i o n s  i s  t o  h i r e  a
s p e c i a l i s t  t o  p l a n  and c o o r d i n a t e  i t s  a c t i o n  and r e s p o n s e
p rog ram .  The s p e c i a l i s t  t a k e s  a t i t l e  s uch  as v i c e - p r e s i d e n t
o r  d i r e c t o r  o f  u rban  a f f a i r s ,  e n v i r o n m e n t a l  a f f a i r s  m i n o r i t y
r e l a t i o n s ,  consumer a f f a i r s ,  and o t h e r s ,  and g e n e r a l l y  r e p o r t s
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d i r e c t l y  t o  t h e  c h i e f  e x e c u t i v e .  His main job  i s  t o  p l a n  and 
implement programs d e s i g n e d  t o  meet  t h e  s o c i a l  g o a l s  o f  t h e  e n t e r ­
p r i s e .  A l th o u g h  th e  s p e c i a l i s t s  has  t h e  s u p p o r t  o f  t h e  c h i e f  
e x e c u t i v e ,  he i s  o f t e n t i m e s c o n f r o n t e d  w i t h  c e r t a i n  p rob lem s  w i t h  
t h e  o p e r a t i n g  e x e c u t i v e s  o f  t h e  company.  A f t e r  h i s  s t u d y  o f  
c e r t a i n  c o r p o r a t i o n s ,  Ackerman made t h i s  o b s e r v a t i o n :
. . .  i f  s t a f f  p r o p o s a l s  i n t e r f e r e  w i t h  i t s  o p e r a ­
t i o n s ,  m id d le  management s t a n d s  a s i d e  and l e t  t h e  s t a f f  
t a k e  r e s p o n s i b i l i t y  ( o r  blame) f o r  t h e  r e s u l t s .  Faced 
w i t h  a c h o i c e  be tween  s u p p o r t i n g  h i s  s e n i o r  l i n e  
e x e c u t i v e s  (who have m a jo r  o p e r a t i n g  r e s p o n s i b i l i t i e s  
and p r o b a b l y  a lo ng  h i s t o r y  o f  sound judgm ents )  and 
h i s  new u rban  a f f a i r s  v i c e - p r e s i d e n t ,  t h e  c h i e f  e x e ­
c u t i v e  u s u a l l v  backs  up t h e  fo rm er .
U n f o r t u n a t e l y ,  t h e s e  o r g a n i z a t i o n  p rob lem s  r e d u c e  t h e  
e f f e c t i v e n e s s  o f  th e  s p e c i a l i s t .  To m in im ize  t h e s e  p r o b l e m s ,  t h e  
f o l l o w i n g  p o i n t s  have t o  be c o n s i d e r e d .  F i r s t ,  t h e  s p e c i a l i s t  s h a l l  
assume a s t r i c t l y  s t a f f  f u n c t i o n ;  t h e r e f o r e ,  t h e  i m p le m e n ta t i o n  o f  
s o c i a l  p rogram s  s h a l l  n o t  be h i s  r e s p o n s i b i l i t y .  He m e re ly  s e r v e s
Henry F i l b e r t  and I .  R o b e r t  P a r k e t ,  "The C o r p o r a t e  R e s ­
p o n s i b i l i t y :  A New P o s i t i o n  in  t h e  O r g a n i z a t i o n  C h a r t , "  B u s in e s s
H o r i z o n s , Vol .  XVI ( F e b r u a r y ,  1973) ,  pp .  4 5 -5 1 .
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Ackerman,  o p . c i t . ,  p .  93.
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as  a c l e a r i n g h o u s e  o f  th e  s o c i a l  a c t i v i t i e s  o f  t h e  e n t e r p r i s e .
Second ,  t h e  l i n e  managers  s h a l l  p a r t i c i p a t e  i n  p l a n n i n g ,  g o a l -  
s e t t i n g ,  p rogram e v a l u a t i o n ,  and th e  d e t e r m i n a t i o n  o f  r ew ard s  
and p e n a l t i e s .  T h i r d ,  t h e  im p le m e n ta t io n  o f  t h e  s o c i a l l y - r e l e v a n t  
p r o j e c t s  s h a l l  be i n t e g r a t e d  i n t o  t h e  d a y - t o - d a y  o p e r a t i o n s  o f  the  
company.  This  removes t h e  wrong n o t i o n  among l i n e  management t h a t  t h e
s u c c e s s  o t  t h e s e  p rogram s  i s  t h e  r e s p o n s i b i l i t y  o f  one man - -  t h e  s p e ­
c i a l i s t .  F i n a l l y ,  t h e  r e s p o n s i v e n e s s  o f  t h e  e n t e r p r i s e  tow ards  
s o c i a l  i s s u e s  s h a l l  be i n t e g r a t e d  i n t o  t h e  p l a n n i n g  p r o c e s s  o f  t h e  
c o r p o r a t i o n .  T h i s  may i n v o l v e  two main p o i n t s :  (1)  r e q u e s t s  f o r  
c a p i t a l  o u t l a y s  s h a l l  be j u s t i f i e d  n o t  o n l y  in  t e rm s  o f  economic 
c o n s i d e r a t i o n s  b u t  a l s o  i n  te rm s  o f  t h e i r  s o c i a l  im p a c t ;  and (2)
t h e  s p e c i a l i s t  may be a l lo w e d  t o  p a r t i c i p a t e  i n  i m p o r t a n t  d e l i b e ­
r a t i o n s  c o n c e r n i n g  i n v e s t m e n t .  F a i l u r e  t o  do s o  may mean f u t u r e  
p rob lem s  and c o s t s  t o  t h e  e n t e r p r i s e .
R e s p o n s i b i l i t y  t o  s t o c k h o l d e r s  -  One o f  t h e  f o u n d a t i o n s  
o f  t h e  " c l a s s i c a l "  view i s  t h a t  t h e  m anagers  a r e  r e s p o n s i b l e  t o  t h e  
owners o f  t h e  c o r p o r a t i o n s  t o  e a r n  t h e  maximum p r o f i t  p o s s i b l e .  
D i v e r t i n g  funds  f o r  some o t h e r  p u r p o s e  t h a n  t h e  making o f  p r o f i t  i s  
t a n ta m o u n t  t o  d i s l o y a l t y  and an a c t i o n  i n n i m i c a l  t o  t h e  i n t e r e s t  
o f  t h e  owners .
The Logic o f  t h i s  a rgument  i s  b a s ed  on th e  h i s t o r i c a l  
c o n c e p t  o f  p r o p e r t y  r i g h t s .  H i s t o r i c a l l y ,  however ,  i t  a p p e a r s  t h a t  
b a s i c  t o  ow nersh ip  ( p r o p e r t y  r i g h t s )  i s  t h e  d i r e c t  in v o lv e m e n t  o f  
t h e  owners in  t h e  c o n d u c t  o f  t h e i r  p r o p e r t y .  Th i s  s e t t i n g  i s  no 
l o n g e r  t r u e  in  our  modern c o r p o r a t e  s o c i e t y .  For  one t h i n g ,  t h e
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c o r p o r a t i o n  has been  g r a n t e d  by law a j u r i d i c a l  p e r s o n a l i t y  which  
i s  s e p a r a t e  and d i s t i n c t  from i t s  ow ners .  F o r  a n o t h e r ,  t h e  e x i s t ­
ence  o f  t h e  s o - c a l l e d  m a n a g e r s - f o r - h i r e  makes i t  c o n v e n i e n t  f o r  
t h e  owners t o  e n t r u s t  t h e  c o n d u c t  o f  t h e i r  p r o p e r t y  t o  t h e s e  p r o ­
f e s s i o n a l  m a nage r s .  This  r e d u c e s  t h e  owners t o  j u s t  mere s u p p l i e r s  
o f  c a p i t a l ,  j u s t  l i k e  any o t h e r  c r e d i t o r s  o f  t h e  c o r p o r a t i o n .
The e c o n o m i s t - p h i l o s o p h e r  R o b e r t  H e i l b r o n e r  made an 
i n t e r e s t i n g  o b s e r v a t i o n  r e g a r d i n g  t n e  a p p l i c a t i o n  o f  t h e  h i s t o r i c a l  
c o n c e p t  o f  o w nersh ip  as  expounded by M i l t o n  F r iedm an .  He s a i d  
t h a t  F r i e d m a n ' s  u se  o f  o w n ers h ip  i s  m y s t e r i o u s .  H e i l b r o n e r  ad d ed :
I  u n d e r s t a n d  e x a c t l y  what  i t  means when I  say  I  own 
my t y p e w r i t e r .  1 d o n ' t  know a t  a l l  wha t  i t  means 
when I  s ay  t h a t  I  own one t e n - m i l l i o n t h  o f  AT & T 
b e c a u s e  I  own one s h a r e  o f  AT & T s t o c k .  Even i f  
I  owned o n e - t h o u s a n d t h  o f  AT & T . . .  c h a n c e s  a r e  
t h a t  I  would have v e rv  l i t t l e  o’" n o t h i n g  t o  say  
a b o u t  how AT & T i s  r u n .
McGraw added  t h a t  t h e  law r e q u i r e s  c o r p o r a t e  managers  t o  co n d u c t  t h e
a f f a i r s  o f  th e  c o r p o r a t i o n  so  t h a t  r e t u r n s  on c a p i t a l  i n v e s t e d  a r e
m ax im ized ,  b u t  t h e  law does  n o t  p r o h i b i t  c e r t a i n  a c t i o n s  o f  the
managers  w h ich  may r e d u c e  p r o f i t  t o  some d e g r e e  as  lo ng  as  such
a c t i o n s  a r e  deemed t o  be i n  th e  b e s t  l o n g - r a n g e  i n t e r e s t  o f  the  
82c o r p o r a t i o n .
The f e a r  o f  s h a r e h o l d e r  c o m p l a i n t s  i s  l i k e w i s e  d i s m i s s e d
Q 1
John McClaughry ,  "On Power and t h e  C o r p o r a t i o n :  A Conver ­
s a t i o n  w i t h  R o b e r t  H e i l b r o n e r , "  B u s i n e s s  and S o c i e t y  R e v ie w , No. 2 
(Summer, 1 9 7 2 ) ,  p .  10.
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Van Cook McCraw, "An A n a l y s i s  o f  t h e  S o c i a l  R e s p o n s i b i l i ­
t i e s  o f  B u s i n e s s  M anagers"  ( u n p u b l i s h e d  d o c t o r a l  d i s s e r t a t i o n ,  
L o u i s i a n a  S t a t e  U n i v e r s i t y ,  ' 9 6 b ) ,  p .  54.
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as  a myth .  John R. B u n t i n g ,  P r e s i d e n t  o f  F i r s t  P e n n s y l v a n i a
C o r p o r a t i o n ,  a bank h o l d i n g  company,  m a i n t a i n s  t h a t  " s h a r e h o l d e r s
do n o t  seem to  r e a c t  a d v e r s e l y  to  a g g r e s s i v e  c o r p o r a t e  s o c i a l  
83p o l i c i e s .  Baum and S t i l e s  a t t e s t e d  t o  t h i s  a s s e r t i o n .  In  t h e i r  
s t u d y  of  t h e  i n v e s t m e n t  p a t t e r n s  of  i n s t i t u t i o n a l  i n v e s t o r s ,  they  
found t h a t  s u p p o r t  f o r  management seems to  be a lways  a s s u r e d  b eca u se  
t h i s  group o f  i n v e s t o r s  which th e y  c a l l  " s i l e n t  p a r t n e r s "  f o l l o w  
th e  s o - c a l l e d  Wall S t r e e t  Rule  which say s  "when we buy i n t o  a 
c o r p o r a t i o n  we buy management.  We, t h e r e f o r e ,  s u p p o r t  management 
as  long  as we a r e  in  a c o r p o r a t i o n .  I f  we d o n ' t  l i k e  management,
11 " 84we s e l l .
On th e  c o n t r a r y ,  the  e n v i r o n m e n t a l  f o r c e s  which compel 
th e  c o r p o r a t i o n  to  behave  r e s p o n s i b l y  a r e  very  r e a l  i n d e e d .  While 
th e  S i e r r a  Club l o s t  in i t s  a t t e m p t  t o  r e p r e s e n t  t h e  p u b l i c  a g a i n s t  
th e  development o f  an a r e a  i n t o  a s k i  r e s o r t  and summer r e c r e a t i o n  
c e n t e r ,  a d i s s e n t i n g  o p i n i o n  by Supreme C o u r t  J u s t i c e  W. 0 .  Douglas 
opens a new h o r i z o n  f o r  c o n s e r v a t i o n i s t s .  Known as th e  Douglas 
t h e o r y ,  t h e  d i s s e n t i n g  o p i n i o n  p ro p o sed  th e  e n a c tm e n t  o f  a f e d e r a l  
law a l l o w i n g  e n v i r o n m e n t a l  i s s u e s  t o  be l i t i g a t e d  " i n  t h e  name oi 
th e  i n a n im a t e  o b j e c t  a b o u t  to  be d e s p o i l e d ,  d e f a c e d  or  in v a d e d "  where
8 IAndrews,  "Changing  Times :  For  Manv C o r p o r a t i o n s  . . . , "  
o p . c i t . ,  p.  22.
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D an ie l  J a \  Baum and Ned B. S t i l e s ,  The S i l e n t  P a r t n e r s : 
I n s t i t u t i o n a l  I n v e s t o r s  and C o r p o r a t e  C o n t r o l  ( S y r a c u s e ,  New York:  
S y r a c u s e  U n i v e r s i t y  P r e s s ,  l O h b ) , p .  b7.
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85su ch  a t h r e a t  i s  the  s u b j e c t  of  p u b l i c  o u t r a g e . "
R e c e n t l y ,  a group  a t  t h e  Yale Law School p ro p o sed  t h a t  t h e
a n t i - t r u s t  d i v i s i o n  o f  th e  J u s t i c e  D epar tm ent s h o u ld  p r e v e n t ,  by
l e g a l  a c t i o n ,  the  l a r g e  au tom akers  from i n t r o d u c i n g  s u b s t a n t i a l
model  changes  beca use  t h i s  c o n s t i t u t e s  u n f a i r  c o m p e t i t i o n  and promotes
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m o n o p o l i s t i c  i m p e r f e c t i o n s  o f  m a r k e t s .
B roader  s i g n i f i c a n c e  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  - 
A hard  look  i n t o  th e  much b r o a d e r  i m p l i c a t i o n  o f  c o r p o r a t e  s o c i a l  
r e s p o n s i b i l i t y  c a n n o t  be i g n o r e d .  S o c i a l  s c i e n t i s t s  and b u s i n e s s  
o b s e r v e r s  a r e  in  ag reem ent  t h a t  c a p i t a l i s m  and our  economic s ys tem  
a r e  s t i l l  e v o l v i n g .  Theodore C r o s s ,  t h e  e d i t o r  o f  B u s in e s s  and 
S o c i e t y  R e v ie w , fo r  i n s t a n c e ,  m a i n t a i n s  t h a t  " c a p i t a l i s m  i s  an e v o l ­
v in g  economic sy s t e m  t h a t  has been and must  be a b l e  to  r e s p o n d  to  
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ch a n g in g  t i m e s .  D an ie l  P. Maynihan a g r e e s  w i th  C r o s s ,  and adds
t h a t  " c o r p o r a t e  r e s p o n s i b i l i t y  i s  a d e v i c e  where modern l i b e r a l i s m
„ 88i s  s e e k i n g  to  save  c a p i t a l i s m  from i t s e l f .
F i n a l l y ,  i t  c o u ld  be c o n te n d e d  t h a t  the  c o n c e p t  o f  c o r p o r a t e
^ R o b e r t  li. Haynes,  'The  E n v i ro n m e n ta l  S cene :  J u s t  How Bad 
i s  t h e  V iew ? ,"  B u s in e s s  and S o c i e t y  R e v i e w / I n n o v a t i o n ,  No. 4 ( W in t e r ,  
1 9 7 2 -7 3 ) ,  p .  78.
^ ( Paul  F. Samuelson ,  'The  B u s in e s s m a n ' s  S h r i n k i n g  P r e r o g a ­
t i v e s , "  B u s in e s s  and S o c i e t y  R ev iew , No. 1 ( S p r i n g ,  1972) ,  p .  38.
8 1Theodore C r o s s ,  "Why B u s in e s s  and S o c i e t y  R e v ie w ,"  B u s i - 
n e s s  and S o c i e t y  Review , No. 1 ( S p r i n g ,  1972) ,  p .  4 .
OQ
°As quoted  by Donald E. S c h w a r tz ,  "Reforming t h e  C o r p o r a ­
t i o n  from W i t h i n , "  B u s in e s s  and S o c i e t y  R ev iew , No. 1 ( S p r i  ng ,  1 9 / 2 ) ,  
pp .  65 -66 .
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s o c i a l  r e s p o n s i b i l i t y  i s  a v e h i c l e  p r o v i d e d  by s o c i e t y  f o r  t h e  modern 
c o r p o r a t i o n  to  j u s t i f y  i t s e l f  as  a s o c i a l  i n s t i t u t i o n .  L i k e w i s e ,  
i t  i s  a v e h i c l e  p r o v id e d  f o r  c o r p o r a t e  managers  t o  p e r p e t u a t e  them­
s e l v e s  as  w e l l  as  t o  v a l i d a t e  t h e  s o - c a l l e d  i l l e g i t i m a t e  powers 
th e y  p o s s e s s .  U n q u e s t i o n a b l y ,  p rag m a t i s m  i n  b u s i n e s s  d i c t a t e s  t h a t  
t h i s  o p p o r t u n i t y  c a n n o t  be i g n o r e d  by b o th  t h e  c o r p o r a t i o n  and i t s  
m a n a g e r s .
Summary
A r t i c u l a t e d  in  t h i s  s e c t i o n  i s  t h e  s o c i a l  s i g n i f i c a n c e  o f  
t h e  modern c o r p o r a t i o n .  I t s  l e g a l i s t i c  a b s t r a c t  e x i s t e n c e  has  been 
moved t o  s o m e th in g  r e a l ,  b u i l t  around  i t s  v a s t  economic and p o l i t i c a l  
power .  As a s o c i a l  i n s t i t u t i o n ,  t h e  c o r p o r a t i o n  e x i s t s  n o t  as  a
random p r o c e s s ,  bu t  to  s e r v e  a s p e c i f i c  p u r p o s e .
The r o l e  o f  t h e  modern c o r p o r a t i o n  i s  j u s t  a microcosm of  
th e  l a r g e r  r o l e  which b u s i n e s s  a s  a whole  i s  e x p e c t e d  t o  assume.
This  r o l e  i s  t h e  s u b j e c t  of  a r a g i n g  c o n t r o v e r s y  under  t h e  c a t c h a l l  
o f  " c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y . "  Two s c h o o l s  o f  t h o u g h t  s u r ­
f ace d  in t h i s  c o n t r o v e r s y :  t h e  s o c i a l  r e s p o n s i b i l i t y  c r e e d  or  th e
" m a n a g e r i a l "  view r e c o g n i z e s  th e  r o l e  o f  b u s i n e s s  in a t t a i n i n g  s o c i a l  
g o a l s ,  and the  f r e e  e n t e r p r i s e  c r e e d  o r  t h e  " c l a s s i c a l "  view which 
ho ld s  t h a t  the  b u s i n e s s  o f  b u s i n e s s  i s  p r o f i t s .
While t h e  concep t  of  c o r p o r a t e  s o c i a l  re?;pons i b i 1 i ty  is
b e i n g  d e b a t e d  upon,  most e n l i g h t e n e d  c o r p o r a t e  managers who a c c e p te d
t h e  r e s p o n s i b i 1 i t v  a r e  a s k i n g  f o r  a d e f i n i t i o n  o f  th e  b o u n d a r ie s  of  
t h i s  new role* t h r u s t e d  t o  them. Th i s  s tu d y  has a c c e p t e d  th e  c o n c e p ­
t u a l  d e f i n i t i o n  o f  s o c i a l  r e s p o n s i b i l i t v  by K e i th  Davis s a y i n g
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t h a t  t h e  c o n c e p t  r e f e r s  t o  t h e  " b u s i n e s s m a n ' s  d e c i s i o n s  and a c t i o n s  
t a k e n  f o r  r e a s o n s  a t  l e a s t  p a r t i a l l y  beyond th e  f i r m ' s  d i r e c t  e c o ­
nomic o r  t e c h n i c a l  i n t e r e s t . "  A d d i t i o n a l l y ,  an o p e r a t i o n a l  d e f i n i t i o n  
i s  o f f e r e d  which is  f o r m u l a t e d  around  t h r e e  c o n s i d e r a t i o n s :  f i r s t ,
t o  d e f i n e  s o c i a l  r e s p o n s i b i l i t y  in  te rm s  o f  com p l ian c e  w i t h  t h e  law; 
s e c o n d ,  t o  d e f i n e  t h e  c o n c e p t  in  te rm s  o f  a c t i v i t i e s  ove r  and above 
th e  r e q u i r e m e n t s  o f  t h e  law; and t h i r d ,  t o  d e f i n e  i t  i n  te rm s  o f  
any v o l u n t a r y  a c t i v i t i e s  in  r e s p o n s e  e i t h e r  t o  p u b l i c  p r e s s u r e  or 
to  t h e  s e n s i t i v i t v  o f  management to  s o c i a l  i s s u e s .
The above c o n s i d e r a t i o n s  have p r o v i d e d  an i n s i g h t  i n t o  th e  
b o u n d a r i e s  o f  an o p e r a t i o n a l  d e f i n i t i o n  o f  c o r p o r a t e  s o c i a l  r e s p o n ­
s i b i l i t y  b u t  th e y  do no t  p r o v i d e  a b a s i s  f o r  s e t t i n g  up program 
p r i o r i t i e s .  C o n s e q u e n t l y ,  f i v e  g u i d e l i n e s , i n  t h e i r  o r d e r  o f  i m p o r t ­
ance  a r e  o f f e r e d ;  t h e  f i r s t  two a r e  com pulso ry  and t h e  l a s t  t h r e e  
a r e  v o l u n t a r y :  (1)  s o c i a l  c o n c e r n s  w i t h i n  th e  f i r m ' s  a r e a  of
d i s t u r b a n c e ;  (2)  s o c i a l  c o n c e r n s  w i t h i n  t h e  f i r m ' s  a r e a  o f  o p e r a t i o n ;
(3)  s o c i a l  c o n c e rn s  which  t h e  f i r m  has th e  n e c e s s a r y  e x p e r t i s e ;
(4) s o c i a l  c o n c e rn s  n o t  in c lu d e d  in  ( 1 ) ,  (2)  and (3) above h av in g  an 
impact  on t h e  community where the  f i r m  i s  l o c a t e d ;  and (5) th e  same 
a s  i n  (4)  above ,  b u t  t h e  impac t  i s  beyond th e  f i r m ' s  l o c a t i o n .
Based on th e  v a r i o u s  c o n s i d e r a t i o n s  and g u i d e l i n e s  d i s ­
c u s s e d  above ,  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  has been d e f i n e d  as 
r e f e r r i n g  t o  t h e  b u s i n e s s m a n ' s  d e c i s i o n s  and a c t i o n s ,  v o l u n t a r y  or  in  
c om pl ianc e  w i t h  law, w i t h o u t  th e  e x p e c t a t i o n  o f  d i r e c t  economic g a i n ,  
f o r  th e  w e l l - b e i n g  o f  s o c i e t y  or  f o r  one o r  more o f  i t s  c o n s t i t u e n t s .  
Such d e c i s i o n s  and a c t i o n s  a r e  d e t e r m in e d  by such  c r i t e r i a  as  ( I )
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a r e a  o f  d i s t u r b a n c e ;  (2)  a r e a  o f  o p e r a t i o n ;  (3)  e x i s t e n c e  o f  t h e  
n e c e s s a r y  e x p e r t i s e  i n  t h e  company t o  do t h e  j o b ;  (4) im pac t  on 
t h e  f i r m ’s im media te  l o c a t i o n ;  and (5)  im pac t  beyond t h e  l o c a t i o n  
o f  t h e  f i r m .
A s o c i a l  and economic r a t i o n a l e  f o r  c o r p o r a t e  s o c i a l  
r e s p o n s i b i l i t y  has  been  d e v e l o p e d .  The fo rm er  i s  b a s e d  on th e  
p r e m i s e  t h a t  b u s i n e s s  i s  a  s o c i a l  s y s t e m  and w i t h i n  i t  a r e  s u b ­
s y s tem s  composed o f  t h e  c o r p o r a t i o n ,  m a n a g e r s ,  e m p lo y e e s ,  c r e d i t o r s ,  
s u p p l i e r s ,  c u s to m e r s  and t h e  g e n e r a l  p u b l i c .  C o n s e q u e n t l y ,  s o c i a l  
p r o f i l e s  o f  th e  c o r p o r a t i o n  and o f  t h e  c o r p o r a t e  managers  have 
been  d e v e l o p e d .
The economic r a t i o n a l e  f o r  c o r p o r a t e  s o c i a l  r e s p o n s i ­
b i l i t y  i s  b u i l t  a round  th e  c o n t e x t  o f  s h o r t -  and l o n g - t e r m  p r o f i t s  
and p r o f i t a b i l i t y  o f  t h e  f i r m .  C o n c e i v a b l y ,  a t e n d e n c y  t o  maximize 
s h o r t - r u n  p r o f i t s  may a f f e c t  t h e  l o n g - r u n  p r o f i t a b i l i t y  and v i a b i l i t y  
o f  th e  company.
C o r p o r a t e  managers  a r e  t h e  g r e a t e s t  p r a g m a t i s t s .  However, 
th e y  tend  t o  be p r e o c c u p i e d  w i t h  t h e  s h o r t - r u n  p r o f i t s .  For t h i s  
r e a s o n ,  p r ag m a t i s m  has  been  d e f i n e d  i n  two l e v e l s ;  nam ely ,  p ragm a t i sm  
p e r  s e , and c o n c e p t u a l  p r a g m a t i s m .  The fo rm er  has  c o n c r e t e  and d e f i n ­
a b l e  l i m i t s  su ch  as t h o s e  d e c i s i o n s  and a c t i o n s  which  promote  s h o r t -  
r u n  p r o f i t s ,  and i s  n e a r l y  r e l a t e d  t o  t h e  c o s t - b e n e f i t  r e l a t i o n s h i p  
o f  t h e  e c o n o m is t s  which  has  o c c u p ie d  t h e  minds o f  c o r p o r a t e  managers .  
C o n c e p tu a l  p ra g m a t i s m ,  on th e  o t h e r  end ,  a l l o w s  n e b u lo u s  r e l a t i o n ­
s h i p s  beyond th e  e c o n o m i s t ' s  c o s t - b e n e f i t  c o r r e s p o n d e n c e ,  such  as 
t h o s e  d e c i s i o n s  and a c t i o n s  which c o n c e rn  w i t h  l o n g - r u n  p r o f i t s .
78
A h a l f - h e a r t e d  commitment t o  i n v o l v e  i n  s o c i a l  i s s u e s  w i l l  
p ro d u c e  more harm th a n  good.  C o n s e q u e n t l y ,  t h i s  s t u d y  p r o p o s e s  t h a t  
th e  a c t i o n  and r e s p o n s e  p rogram  o f  an e n t e r p r i s e  s h a l l  be an i n t e ­
g r a l  p a r t  o f  th e  f i r m ' s  s t r a t e g i c  p l a n n i n g ,  and s h a l l  be a commitment 
o f  t h e  t o t a l  c o r p o r a t i o n .  A p l a n n i n g  model ( F i g u r e  3) i s  o f f e r e d  
f o r  t h i s  p u r p o s e .
I t  i s  becoming a common p r a c t i c e  among l a r g e  c o r p o r a t i o n s  
t o  h i r e  a s p e c i a l i s t s  t o  p l a n  and c o o r d i n a t e  t h e i r  a c t i o n  and r e s p o n s e  
program .  The s p e c i a l i s t  t a k e s  a t i t l e  such  as v i c e - p r e s i d e n t  o r  
d i r e c t o r  o f  u rban  a f f a i r s ,  e n v i r o n m e n t a l  a f f a i r s ,  m i n o r i t y  r e l a t i o n s ,  
consumer a f f a i r s ,  e t c .  and g e n e r a l l y  r e p o r t s  d i r e c t l y  to  t h e  c h i e f  
e x e c u t i v e .  In  t h i s  r e s p e c t ,  t h e  c o r p o r a t i o n  s h a l l  t a k e  th e  f o l l o w ­
in g  view c o n c e r n i n g  t h e  f u n c t i o n  o f  t h e  s p e c i a l i s t  as  w e l l  as the  
p h i l o s o p h y  of  t h e  f i r m ' s  a c t i o n  and r e s p o n s e  p ro g ram :  (a)  he sh o u ld
assume a  s t r i c t l y  s t a f f  f u n c t i o n ;  (b) t h e  l i n e  managers  s h a l l  be 
a l lo w e d  t o  p a r t i c i p a t e  in p l a n n i n g ,  goal  s e t t i n g ,  p rogram  e v a l u a t i o n ,  
and t h e  d e t e r m i n a t i o n  o f  r ew ard s  and p e n a l t i e s ;  (c )  th e  im p lem en t ­
a t i o n  f u n c t i o n  s h a l l  be i n t e g r a t e d  i n t o  t h e  d a v - t o - d a y  o p e r a t i o n  of  
t h e  company; and (d) t h e  r e s p o n s i v e n e s s  o f  t h e  e n t e r p r i s e  towards  
s o c i a l  i s s u e s  s h a l l  be i n t e g r a t e d  i n t o  t h e  p l a n n i n g  p r o c e s s  of  th e  
c o r p o r a t i o n .  M oreover ,  t h e  s p e c i a l i s t  s h a l l  be a l lo w e d  t o  p a r t i c i ­
p a t e  in  the  d e l i b e r a t i o n s  over  im p o r t a n t  in v e s tm e n t  d e c i s i o n s  to  
a r t i c u l a t e  s o c i a l  c o n s i d e r a t i o n s .
The t r a d i t i o n a l  v iew o f  p r o p e r t y  r i g h t s  which in v o l v e s  a 
d i r e c t  involvement o f  the  owner in h i s  p r o p e r t y ,  i s  one o f  th e  f o r e ­
most f o u n d a t i o n s  o f  th e  " c l a s s i c a l "  t h o u g h t .  However,  t h i s  s o t t i n g
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no l o n g e r  e x i s t s .  I n  a c o r p o r a t e  a tm o s p h e re  th e  managers  d e c i d e  
what  g o a l s  t o  p u r s u e  f o r  t h e  c o r p o r a t i o n ;  t h e  s t o c k h o l d e r s  a r e  b u t  
a  p a r t  o f  t h e  myriad  o f  c a p i t a l  c o n t r i b u t o r s  t o  th e  c o r p o r a t i o n .
In  r e c e n t  y e a r s ,  c l a s s  a c t i o n  a g a i n s t  c o r p o r a t i o n s  which  
a r e  a b o u t  t o  o r  d e g r a d i n g  t h e  e n v i ro n m e n t  become a s t r o n g  weapon 
by e n v i r o n m e n t a l i s t s .  Of c o u r s e ,  t h e r e  were  s e t b a c k s .  However, i n  
one o f  t h e s e  s e t b a c k s ,  Supreme C our t  J u s t i c e  W. 0 .  D oug la s ,  i n  g i v i n g  
h i s  d i s s e n t i n g  o p i n i o n ,  p ro p o s e d  a way o r  p r o t e c t i n g  t h e  e n v i ro n m e n t .  
Known a s  th e  Douglas t h e o r y ,  J u s t i c e  Douglas p ro p o s e d  th e  en ac tm e n t  
o f  a f e d e r a l  law a l l o w i n g  e n v i r o n m e n t a l  i s s u e s  to  be l i t i g a t e d  in 
t h e  name o f  t h e  i n a n i m a t e  o b j e c t  a b o u t  t o  be d e s p o i l e d ,  d e f a c e d  o r  
i n v a d e d ,  where such  a t h r e a t  i s  t h e  s u b j e c t  o f  p u b l i c  o u t c r y .
A much b r o a d e r  i m p l i c a t i o n  o f  c o r p o r a t e  s o c i a l  r e s p o n s i ­
b i l i t y  has  been  t h r e s h e d  o u t .  S o c i a l  s c i e n t i s t s  and b u s i n e s s  o b s e r ­
ver® b e l i e v e  t h a t  c a p i t a l i s m  and ou r  economic sy s t e m  a r e  s t i l l  
e v o l v i n g .
The n ex t  s e c t i o n  w i l l  d i s c u s s  t h e  economic i m p l i c a t i o n  of  
c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .
I I I .  THE ECONOMIC ASPECTS OF CORPORATE 
SOCIAL RESPONSIBILITY
The p r e c e d i n g  s e c t i o n  has d i s c u s s e d  th e  r e l e v a n t  i s s u e s  o f  
c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .  Emphasized in the  d i s c u s s i o n  is  
t h a t  t h e  c o n c e p t  q u e s t i o n s  t h e  p r o f i t  m o t ive  as the  dominan t  d r i v i n g  
f o r c e  o f  t h e  b u s i n e s s  e n t e r p r i s e .  I n  b r i e f ,  t h e  s o c i a l  r e s p o n s i b i l i t y  
a d v o c a t e s  p ro p o s e  t h a t  t h e  modern c o r p o r a t i o n  s h o u ld  t h i n k  beyond 
p r o f i t s ,  and t h a t  in vo lvem en t  in  s o c i a l  i s s u e s  i s  p a r t  o f  t h e  e n t e r ­
p r i s e ' s  r e s p o n s i b i l i t y  in  o u r  modern s o c i e t y .
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U n f o r t u n a t e l y ,  t h i s  p r o p o s a l  r u n s  c o u n t e r  t o  t h e  b a s i c  
economic c o n c e p t  which  p e r c e i v e s  t h e  modern c o r p o r a t i o n  as  an e c o ­
nomic u n i t ,  p u r s u i n g  th e  fu n d a m e n ta l  p u r p o s e  o f  b u s i n e s s  i n  a 
c a p i t a l i s t i c  s o c i e t y  - -  t o  e a r n  t h e  h i g h e s t  p o s s i b l e  p r o f i t  f o r  
t h e  p r o v i d e r s  o f  c a p i t a l .  Of p a r t i c u l a r  i s s u e  which  i n v o l v e s  
s i g n i f i c a n t  economic r a m i f i c a t i o n  i s  t h e  p rob lem  o f  e n v i r o n m e n t a l  
p o l l u t i o n  and d e g r a d a t i o n .  Not o n ly  t h a t  th e  p rob lem  r e q u i r e s  th e  
commitment o f  enormous economic r e s o u r c e s ,  b u t  i t  a l s o  q u e s t i o n s  
c e r t a i n  fu n d am e n ta l  a s s u m p t io n s  o f  t h e  economic e n t e r p r i s e .
T h e r e f o r e ,  t h i s  s e c t i o n  w i l l  d i s c u s s  c e r t a i n  s i g n i f i c a n t  
economic i m p l i c a t i o n s  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  as i t  
r e l a t e s  t o  th e  i s s u e s  o f  e n v i r o n m e n t a l  p o l l u t i o n  and d e g r a d a t i o n .  
Emphasis  s h a l l  be g iv e n  as t o  how s o c i a l  c o s t s  s h a l l  be i n t e r n a l i z e d ,  
and a c c o u n te d  f o r  in t h e  d e c i s i o n  model  o f  a b u s i n e s s  u n i t .
Meaning o f  Ecology
A d i s c u s s i o n  o f  e n v i r o n m e n t a l  p rob lem s  i s  g e n e r a l l y
a d d r e s s e d  t o  a b r o a d e r  sy s t e m  known as  e c o l o g y .  D ef ined  as  the
" s tu d y  o f  t h e  r e l a t i o n s h i p s  o r  i n t e r d e p e n d e n c i e s  be tween  l i v i n g
o rg an ism s  and t h e i r  en v i ro n m e n t  t o  s e e  how th e v  f u n c t i o n  t o g e t h e r
i n  t h e i r  e c o s y s t e m . "  eco lo g y  i s  t h e r e f o r e  a sy s tem s  a p p ro a c h  to
n a t u r e  - -  a s c i e n c e  which  a t t e m p t s  t o  d e s c r i b e  and a n a l y z e  th e  s o -
89c a l l e d  "house ho ld  o f  n a t u r e . "  The i n t e r a c t i n g  e l e m e n t s  in the
M i l to n  II. S p e n c e r ,  Con tem pora ry  Economics (New York:  
Worth P u b l i s h i n g ,  I n c . ,  1 9 7 ' ) ,  p.  277.
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e c o s y s t e m  a r e  b o t h  l i v i n g  and n o n - l i v i n g  o r g a n i s m s :  (1) n o n - l i v i n g  
o r  i n o r g a n i c  m a t t e r  ( l i k e  s u n l i g h t ,  c a rb o n  d i o x i d e ,  w a t e r  and m i n e r ­
a l s )  ; (2)  p r o d u c e r  p l a n t s  ( l i k e  lower  o rg a n i s m s  and g r e e n  p l a n t s ) ;
(3) a n im a l  consumers  ( g e n e r a l l y  h i g h e r  o rg an ism s  l i k e  a n i m a l s  and 
man);  and (4) decomposers  ( n o n - g r e e n  o rg an ism s  l i k e  b a c t e r i a  and 
f u n g i ) .
The i n t e r a c t i o n  o f  t h e s e  e l e m e n t s  (which i s  b a s i c a l l y  growth  
and d e c a y ) . r e s u l t s  in  an e c o l o g i c a l  b a l a n c e  i n  t h e  e c o s y s t e m .  W i th ­
o u t  t h i s  i n t e r a c t i o n ,  t h e  w or ld  w i l l  be l i t t e r e d ,  and e v e n t u a l l y  
f i l l e d  up w i t h  dead o r g a n i s m s .  However, t h e  a s s i m i l a t i v e  c a p a c i t y  o f  
t h e  e n v i ro n m e n t  has a l i m i t ,  and our  e x i s t i n g  p rob lems  o f  p o l l u t i o n  
i s  a - a - ' i f e s t a t i o n  t h a t  th e  l i m i t  has  been  r e a c h e d .
Ecology i s  s t i l l  in  i t s  i n f a n c y .  Very l i t t l e  i s  known ab o u t  
t h e  s t r u c t u r e  o r  f u n c t i o n  o f  n a t u r e  as  w e l l  as  th e  p a r t  mankind p l a y s  
i n  i t . 9^
B o u ld in g  summarizes  th e  e x i s t i n g  knowledge in  t h i s  manner:
. . .  t h e  main t h i n g  I  have l e a r n e d  in  r e g a r d  to  e n v i r o n ­
m e n t a l  p rob lem s  i s  t h e  r e l a t i v e  backw ardness  o f  t h e  
p h y s i c a l  and b i o l o g i c a l  s c i e n c e s .  I t  i s  f r e q u e n t l y  our  
i g n o r a n c e  o f  t h e  p h y s i c s  and c h e m i s t r y  o f  t h e  a tm o s p h e re
90I b i d .
91-The l i t e r a t u r e  on e c o lo g y  has been i n c r e a s i n g  in r e c e n t  
y e a r s .  W r i t i n g s  on t h e  s u b j e c t  a r e  found in  t e c h n i c a l  j o u r n a l s  such  
as  i n  a g r i c u l t u r e ,  f o r e s t r y ,  b i o l o g y ,  and in  th e  o t h e r  h a rd  s c i e n c e s .  
A few p u b l i c a t i o n s  t h a t  d e a l  on t o p i c s  r e l a t e d  to  eco lo g y  a r e  Land 
E c o n o m ics . J o u r n a l  o f  Farm E c o n r m ic s , N a t u r a l  R e s o u rc e s  J o u r n a l , The 
American Economic Rev iew , J o u r n a l  o f  P o l i t i c a l  Econom ics , Q u a r t e r l y  
J o u r n a l  o f  Economics ,  e t c .
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o r  o f  t h e  b i o l o g y  o f  l a r g e  eco s y s te m s  which h o ld s  us 
up on t h e  p r a c t i c a l  s i d e  o f  e n v i r o n m e n t a l  im prove­
ment.
Dr. David C a t e s ,  D i r e c t o r  o f  M is s o u r i  B o t a n n i c a l  Garden in  S t .  Louis
p u t  t h e  m a t t e r  in  a more d r a m a t i c  way:
We a r e  i n  d a n g e r  o f  go in g  down in  h i s t o r v  as  an e l e g a n t  
t e c h n o l o g i c a l  s o c i e t y  t h a t  was s t r u c k  down f o r  l a c k  o f  
e c o l o g i c a l  u n d e r s t a n d i n g .  ^
C o s t  o f  Economic A c t i v i t y
P r o d u c t i o n  and consum pt ion  a r e  economic a c t i v i t i e s  which 
economic t h e o r y  has d e a l t  w i th  f o r  a g e s .  But th e  majo r  c o n c e r n  o f  
t h e  economics  d i s c i p l i n e  i s  p r o d u c t i o n  which  s u p p o r t s  t h e  maximi­
z a t i o n  o f  t h e  p r o f i t  f u n c t i o n  o f  an e n t e r p r i s e  t h e r e b y  e x e r t i n g  t h e  
p r e s s u r e  t o  maximize  o u t p u t s  and m in im ize  th e  i n p u t s .  A d d i t i o n a l l y ,  
t o  c r e a t e  a wholesome b a l a n c e  - -  e s s e n t i a l l y ,  t h e  a l l o c a t i o n  o f  
r e s o u r c e s  - -  among t h e  p a r t i c i p a n t s  o f  t h e s e  a c t i v i t i e s ,  t h e  e c o n o ­
m i s t s  r e l y  on th e  w ork ings  o f  the  m a r k e t p l a c e .  U n f o r t u n a t e l y ,  the  
c o m p e t i t i v e  m a r k e t p l a c e  which  th e  e c o n o m is t  c o n c e iv e d  i s  a u t o p i a n
v iew of  t h e  r e a l  w o r ’ d f o r  i m p e r f e c t i o n s  a r e  the  r u l e  a r a t h e r  th a n  
94t h e  e x c e p t i o n .
92A d i s c u s s i o n  by Kenneth B o u ld in g  o f  t h e  p a p e r  p r e s e n t e d  
by A l l e n  V. Kneese ,  " E n v i ro n m en ta l  P o l l u t i o n :  Economics and P o l i c y , "  
d u r i n g  th e  83rd  Annual Meeting o f  t h e  American Economics A s s o c i a t i o n .  
D e t r o i t ,  M ich ig an ,  December 2 8 -30 ,  1970.  See The American Economic 
R e v ie w , Vol .  LXI (Mav. 1971) .  pp .  153-166.
93 "A New S c ie n c e  T r i e s  to  Keep ( ' Id b a l a n c e , "  B u s in e s s  Week. 
November 15, 1969,  p .  l>8.
94 For an e x c e l l e n t  d i s c u s s i o n  on marke t  f a i l u r e ,  see  
F r a n c i s  B a t o r ,  "The Anatomy o f  Market  F a i l u r e , "  Q u a r t e r l y  J o u r n a l  of  
E conom ics , Vol.  I.XXI 1 (A ugus t ,  1958) ,  pp.  351- 379.
T h e  e c o n o m i s t s  m o d e l  o f  p r o d u c t i o n  a c c o u n t s  f o r  a l m o s t
e x c l u s i v e l y  t h e  h i s t o r i c a l l y  a c c e p t e d  f a c t o r s  o f  p r o d u c t i o n  - -  l a n d ,
l a b o r  a n d  c a p i t a l  - -  w h i c h  a r e  n o w  g e n e r a l l y  a g g r e g a t e d  u n d e r  t h e
t e r m  p r i v a t e  c o s t s ,  o r  a s  B a r r v  C o m m o n e r  d e s c r i b e s  i t ,  " c o n v e n -  
q r)
t i o n a l  c a p i t a l . "  E x c l u d e d  f r o m  t h i s  m o d e l  a r e  t h e  f r e e  g o o d s ,
l i k e  a i r  a n d  w a t e r ,  w h i c h  a r e  e s s e n t i a l  i n  t h e  p r o d u c t i o n  a c t i ­
v i t i e s  o f  t h e  e n t e r p r i s e .  T h e  u s e  o f  t h e s e  f r e e  g o o d s  o r  a s
9 b
C o m m o n e r  c a l l s  i t ,  " b i o l o g i c a l  c a p i t a l , "  r e s u l t s  i n  u n a c c o u n t e d  
f o r  a n d  u n c o m p e n s a t e d  c o s t s  k n o w n  a s  s o c i a l  c o s t s .
T o  b e  h i g h l i g h t e d  i n  t h e  f o l l o w i n g  p a r a g r a p h s  a r e  c e r t a i n
a s p e c t s  o f  p r i v a t e  a n d  s o c i a l  c o s t s .  D e t a i l e d  d i s c u s s i o n s  o n  t h e s e  
s u b j e c t s  a r e  n u m e r o u s , p a r t i c u l a r l y  i n  t h e  p u b l i c a t i o n s  e n u m e r a t e d  
i n  a n  e a r l i e r  f o o t n o t e  o i  t h i s  s e c t i o n .
P r i v a t e  C o s t s
P r i v a L e  c o s t s  a r e  c o s t s  w h i c h  a r e  i n t e r n a l  t o  t h e  l i r m ,
a n d  a r e  m e a s u r a b l e '  i n  t e r m s  o f  t n e  c o s t s  o f  r e s o u r c e s  c o n s u m e d  o r
d e s t r o y e d ,  a n d  b o r n e  1>\ t h e  e n t e r p r i s e  i n  i t s  o p e r a t i o n .  T h e s e  
c o n s i s t  o f  r a w  m a t e r i a l s ,  l a b o r ,  o v e r h e a d ,  o p e r a t i n g  e x p e n s e s  a n d  
o t h e r  c o s t s  w h i c h  a r e  r e c o g n i z e d  i n  t h e  d e c i s i o n  m o d e l s  o t  t h e  
e n t e r p r i s e .  U n f o r t u n a t e l y  t h e s e  p r i v a t e  c o s t s  a r e  n o t  s u f f i c i e n t  
t o  c o m p l e t e '  t h e  p r o d u c t i o n  p r o c e s s  o f  t h e  l i r m  b e c a u s e  c e r t a i n  " t  r o c
i
B a r r y  C o m m o n e r , A B u s i n e s s m a n ' s  P r i m e r  o n  E c o l o g y , "  
B u s i n e s s  a n d  S o c i o t .  R e v i e w , N o .  1 ( S p r i n g ,  l h / 2 ) ,  p .  9 1 .
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goods"  o r  " b i o l o g i c a l  c a p i t a l "  a r e  n eed e d .  In  f a c t  as  Commoner 
a r g u e s ,  p r i v a t e  c o s t s  o r  " c o n v e n t i o n a l  c a p i t a l , "  t o  be u s e f u l  have 
t o  depend on t h e  e x i s t e n c e  o f  t h e  " b i o l o g i c a l  c a p i t a l . "  I f  t h e
97l a t t e r  i s  d e s t r o y e d ,  t h e  u s e f u l n e s s  o f  th e  fo rmer  i s  a l s o  d e s t r o y e d .
I n  max im iz ing  p r o f i t s ,  on ly  t h e  c o n v e n t i o n a l  c a p i t a l  i s  
c o n s i d e r e d  b e c a u se  o f  t h e  b u i l t - i n  t e n d e n c y  o f  t h e  d e c i s i o n - m a k i n g  
p r o c e s s  t o  d i s r e g a r d  t h o s e  f a c t o r s  which a r e  e x t e r n a l  t o  t h e  d e c i ­
s io n - m a k in g  u n i t .  I n  e f f e c t ,  managers  o f  b u s i n e s s  e n t e r p r i s e s  a r e  
making d e c i s i o n s  based  on an in c o m p le t e  d a t a .  E v i d e n t l y ,  t h i s  
s i t u a t i o n  c r e a t e s  a m i s l e a d i n g  o r  i l l u s o r y  inde x  o f  e f f i c i e n c y  among 
b u s i n e s s  u n i t s .  The r e a s o n  i s  t h a t  c e r t a i n  a c t i v i t i e s  such  as 
s t r i p  m i n in g ,  p a p e r  m a n u f a c t u r i n g ,  p e t r o l e u m  r e f i n i n g ,  e t c . ,  use 
a g r e a t e r  amount o f  b i o l o g i c a l  c a p i t a l  th a n  tlie o t h e r s .  C o n c e i v a b ly ,  
c e r t a i n  a c t i v i t i e s  which  may a p p e a r  p r o f i t a b l e  from a p r i v a t e  c o s t  
p o i n t  o f  v iew may look  u n d e s i r a b l e  p r o f i t w i s e  when a l l  such  c o s t s  
a r e  i n c l u d e d .  In  a d d i t i o n ,  s i n c e  a l l  t h e  c o s t s  o f  p r o d u c t i o n  a r e  
n o t  a c c o u n te d  f o r ,  p r o d u c t s  s o l d  i n  t h e  m arke t  a r e  u n d e r p r i c e d ,  
and u l t i m a t e l y ,  would s t i m u l a t e  co n s u m p t io n .
Commoner m a i n t a i n s  t h a t  t h e  use o f  b i o l o g i c a l  c a p i t a l  which 
i s  e x c l u d e d  i n  th e  c o s t  s t r u c t u r e  o f  a b u s i n e s s  u n i t  c o n s t i t u t e s  a 
bo r row ing  from th e  e c o s y s t e m ,  and t h e r e f o r e  i n c u r s  a  " d e b t  t o  n a t u r e . "  
S in c e  t h i s  " d e b t "  i s  n o t  s u b s e q u e n t l y  p a id  f o r ,  i t  r e p r e s e n t s  "an 
immedia te  s a v i n g  fo r  t_ho p r o d u c e r . "
97
T b i d . ,  p . 50.
98
I b i d .
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S o c i a l  C o s t s
U n f o r t u n a t e l y ,  t h e  s a v i n g s  r e a l i z e d  by t h e  p r o d u c e r ,  
c o n s t i t u t e  a d e s a v i n g  from s o c i e t y ' s  p o i n t  o f  v iew .  The u n acc o u n ted  
f o r  b i o l o g i c a l  c a p i t a l  consumed o r  d e s t r o y e d  i n  t h e  p r o d u c t i v e  p r o ­
c e s s  a r e  t r a n s f e r r e d  t o  s o c i e t y  i n  t h e  form o f  d i s a m e n i t i e s  su ch  as 
a i r  and w a t e r  p o l l u t i o n ,  r e d u c t i o n  i n  t h e  a e s t h e t i c  v a l u e  o f  th e  
l a n d s c a p e ,  damages t o  human h e a l t h ,  o r  i n  g e n e r a l ,  e n v i ro n m e n t a l  
d e g r a d a t i o n .  These d i s a m e n i t i e s  a r e  known as s o c i a l  c o s t s ,  " b a d s , "  
d i s p r o d u c t s ,  d i s u t i l i t i e s ,  o r  s p i l l o v e r s .
C o l l i e r  d e f i n e d  s o c i a l  c o s t s  o r  d i s p r o d u c t s  as  " n e g a t i v e
99s e r v i c e s  g e n e r a t e d  by t h e  same p r o c e s s e s  which  c r e a t e  p r o d u c t s . "
Th i s  encompasses  a l l  d i r e c t  and i n d i r e c t  l o s s e s  s u f f e r e d  by t h i r d
p e r s o n s  o r  t h e  g e n e r a l  p u b l i c  a s  a r e s u l t  o f  p r i v a t e  economic
a c t i v i t i e s .  K.W. Kapp s u g g e s t s  t h a t  s o c i a l  c o s t  i n c l u d e s  even
c e r t a i n  " s o c i a l  o p p o r t u n i t y  c o s t s , "  t h a t  i s ,  t h o s e  s o c i a l  c o s t
e l e m e n t s  which  t a k e  t h e  form o f  w a s t e s  f o r  i n e f f i c i e n c i e s  o f  v a r i o u s  
100k i n d s .
A b r o a d e r  c o n c e p t  t h a n  s o c i a l  c o s t  i s  t h e  s o - c a l l e d  
e x t e r n a l i t i e s  which encompass n o t  o n l y  t h e  d i s a m e n i t i e s  ( o r  s o c i a l  
c o s t s ) ,  b u t  a l s o  t h e  a m e n i t i e s  ( s o c i a l  good,  e x t e r n a l  e conom ics ,  
e x t e r n a l  u t i l i t i e s ,  e t c . )  The m a t t e r  o f  e x t e r n a l i t i e s  was r a i s e d
99Boyd C o l l i e r ,  Measurement  and E n v i ro n m e n ta l  D e t e r i o r a t i o n  
( A u s t i n ,  T e x a s :  Bureau  o f  B u s i n e s s  R e s e a r c h ,  The U n i v e r s i t y  o f
T e x a s ,  1971) .  A lso  re v ie w e d  by P r o f e s s o r  A. B. Cuda o f  Nor th  Texas 
S t a t e  U n i v e r s i t y  in  The A c c o u n t in g  R e v ie w , Vol.  XLVII (O c to b e r  1972) ,  
p p .  853-854 .
lOOtyiHiam Kapp, The S o c i a l  C os t s  o f  P r i v a t e  E n t e r p r i s e  (New 
York:  Shocken Books,  1 971 ) ,  p .  14.
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i n  1859 by John  S t u a r t  M i l l  when he d i s t i n g u i s h e d  be tween  " r e g a r d i n g  
and o t h e r - r e g a r d i n g  a c t i o n s "  and p ro p o s e d  t h a t  o n ly  t h e  l a t t e r  were 
s u b j e c t  t o  th e  j u r i s d i c t i o n  o f  s o c i e t y . T h e  c o n c e p t  was a g a i n  
r a i s e d  by A l f r e d  M a r s h a l l  sometime in  1890.  He i n d i c a t e d  t h a t  e c o ­
n o m is t s  s h o u ld  be co n c e rn e d  w i t h  f o r c e s  o u t s i d e  c o n v e n t i o n a l  economic 
a c t i v i t i e s .  But  t h e  e x t e r n a l i t i e s  r a i s e d  by M a r s h a l l  were m os t ly  
p o s i t i v e . 102 L a t e r ,  A. C. P igou  t h o u g h t ,  as  he w atched  th e  smoke 
from an E n g l i s h  f a c t o r y ,  t h a t  t h e r e  c o u ld  be n e g a t i v e  e x t e r n a l i t i e s  
as  w e l l .  Th is  i d e a  was t h e  s u b j e c t  o f  P a r t  I I  o f  P i g o u ' s  book,  The 
Economics o f  W e l f a r e , and s i n c e  tha*- t im e  t h e  c o n c e p t  of  e x t e r n a l i t y  
do m in a te s  t h e o r i t i c a l  w e l f a r e  econom ics .
I n t e r n a l i z i n g  S o c i a l  C os t s
S o c i a l  c o s t s  a r e  c o n s i d e r e d  as  a s o c i a l  s u b s i d y  s i n c e  i n ­
d u s t r y  does  n o t  pay f o r  them. A l th o u g h  th e y  a r e  c o n s i d e r e d  as i n h e r e n t
101Jo se p h  J .  S p a n g l e r ,  "The Economics o f  S a f e t y , "  Law and 
Contemporary  P r o b l e m s , Vol.  XXXIII (Summer, 1968) ,  p .  631.
1 0 2H enderson , o p . c i t . , pp .  29 -30 .
103a . C. P ig o u ,  The Economics o f  W e l fa re  (New York:  The
M acmill an  Company, 1960) .  For  an e x c e l l e n t  d i s c u s s i o n  o f  e x t e r n a l ­
i t i e s ,  s e e  Ralph  T u rv e y ,  "On D ive rgenc e  Between S o c ' a 1 C o s t s  and 
P r i v a t e  C o s t s , "  Economica Vol.  XXX (A u g u s t ,  1963) ,  pp .  309-313;
James M. Buchanan a d  W i l l i a m  C. S t u b b l e b i n e ,  " E x t e r n a l i t y , "  Econom­
i c a  , Vol.  XXT.X (November, 1962) ,  pp .  371-384 ;  R. H. Coaso ,  "The 
P roblem o f  S o c i a l  C o s t , "  The J o u r n a l  of  Law and E conom ics , Vol.  I l l  
( O c t o b e r ,  1960) ,  pp.  1 -44;  and 0 .  A. Davies  and A, W hins ton ,  
" E x t e r n a l i t i e s ,  W e l f a r e ,  and th e  Theory  o f  Games,"  J p u r n a l  o f  P o l i t i c ­
a l  Economy, Vol.  LXX ( J u n e ,  1962) ,  pp .  241-262 .
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i n  t h e  p r o d u c t i o n  and consum pt ion  p r o c e s s e s ,  t h e  d e s i r a b i l i t y  o f  
e l i m i n a t i n g  them i s  m a n i f e s t .  But t o t a l  e l i m i n a t i o n  o f  t h e s e  s o c i a l  
c o s t s  a p p e a r  t o  be a f a n t a s y  f o r  p e o p l e  and b u s i n e s s e s ,  a c c o r d i n g  t o  
ec o n o m is t  S an fo rd  Rose ,  "do n o t  consume goods ;  t h e y  e x t r a c t  u t i l i t i e s  
from goods b e f o r e  d i s c a r d i n g  them.
The p rob lem  w i th  s o c i a l  c o s t s  i s  t h a t  t h e i r  u n f a v o r a b l e  
consequenc e  c r e a t e  a m i s a l l o c a t i o n  o f  r e s o u r c e s ,  f o r  t h e  u n c o n s c io u s  
a c c e p t a n c e  by s o c i e t y  o f  t h e s e  economies  ma^es i t  p r o f i t a b l e  f o r  t h e  
p e r p e t r a t o r s  t o  c r e a t e  them. M oreover ,  no i n c e n t i v e  t o  e l i m i n a t e  t h e s e  
d i s  r a e n i t i e s  c o u ld  be e x p e c t e d  u n l e s s  th e y  a f f e c t  t h e  o p e r a t i o n  o f  a 
h u s i n e s s  u n i t .  T h e r e f o r e ,  i n  o r d e r  t o  c r e a t e  t h i s  i n c e n t i v e ,  i t  i s  
n e c e s s a r y  t o  i n t e r n a l i z e  them s^  t h a t  c o n c e r n  f o r  t h e s e  bad e f f e c t s  
c o u ld  be s t i m u l a t e d .
However, t h e  t a s k  i s  •» complex m a t t e r  which  has  been d e b a t e d
upon by e c o n o m is t s  f o r  a c o n s i d e r a b l e  l e n g t h  o f  t i m e .  E v i d e n t l y ,
ag reem en t  seems t o  be e ’ u s i v e ,  f o r  t h e  d e b a t e  s t i l l  o c c u p i e s  a domin­
a n t  a s p e c t  o f  w e l f a r e  econom ics .  Th i s  a p p e a r s  t o  be a ^ompel ing  r e a s o n  
to  look  a t  th e  s u g g e s t e d  a p p ro a c h e s  f o r  i n t e r n a l i z i n g  s o c i a l  c o s t s
The methods o f  i n t e r n a 1i z i n g  d i s e c o n o m ie s  can  be grouped
i n t o  t h r e e  g e n e r a l  p r o p o s i t i o n s ,  v o l u n t a r y  a c t i o n  by i n d u s t r y ,  g o v e r n ­
ment a c t i o n  o r  a c o m b in a t io n  o f  b o t h .
V o lu n ta ry  a c t i o n  by i n d u s t r y  - A u n i l a t e r a l  a c t i o n  by i n d u s t r y  
i s  a h a s i c  p r o p o s i t i o n  o f  t h e  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  a d v o c a t e s .
lO ^Sanford  Rose ,  '*The Economics o f  E n v i ro n m e n ta l  Q u a l i t y , "  
F o r t u n e . Vol.  LXXXI ( F e b r u a r y ,  1 970 ) ,  p .  120.
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O b v io u s ly ,  t h i s  p r o p o s i t i o n  c o u ld  be s t i m u l a t e d  by c e r t a i n  i n c e n t i v e s  
su ch  as t a x  c r e d i t s  a n d / o r  a c c e l e r a t e d  d e p r e c i a t i o n  f o r  t h e  p u r c h a s e  
and i n s t a l l a t i o n  o f  c o n t r o l  eq u ip m e n t .  These  ty p e s  o f  i n c e n t i v e s  a r e  
b e i n g  used by th e  f e d e r a l  and s t a t e  governments  on a v e ry  l i m i t e d  
b a s i s  f o r  a i r  and w a t e r  p o l l u t i o n  a b a t e m e n t .
Mishan a d v o c a t e s  a  v o l u n t a r y  r e l o c a t i o n  o f  i n d u s t r i e s  t o  
a r e a s  where s p i l l o v e r s  would be l e s s  c o s t l y .  T h i s  would r e s u l t  in  
t h e  i n c l u s i o n  o f  t h e  c o s t  o f  d i s a m e n i t i e s  i n  t h e  o r d i n a r y  l o c a t i o n  
t h e o r y  which  encompasses  such  c u s to m ary  c o n s i d e r a t i o n s  as t r a n s p o r t ­
a t i o n ,  a c c e s s  t o  raw m a t e r i a l s ,  l a b o r ,  s p e c i a l i z e d  s e r v i c e s ,  e t c .
An a n a l y s i s  o f  t h e s e  f a c t o r s  may unco v e r  t h a t  i t  would be c h e a p e r  f o r  
t h e  company t o  o p e r a t e  somewhere e l s e  t h a n  i n  i t s  p r e s e n t  l o c a t i o n .  105
Government a c t i o n  - While most  would frown a t  t h e  i d e a  of  
government  i n t e r v e n t i o n ,  e c o n o m is t s  t e n d  t o  f a v o r  t h e  i m p o s i t i o n  o f  a 
f e e  o r  a t a x ,  p a r t i c u l a r l y  on p o l l u t i o n  p rob lem s  b as ed  on th e  amount 
o f  p o l l u t a n t s  e m i t t e d  i n t o  t h e  a i r  o r  w a t e r .  P r o f e s s o r  Ralph E s te s  
c i t e d  s e v e r a l  i n d i c a t o r s  tow ards  a c c e p t a n c e  o f  t h i s  a p p ro a c h  b u i l t  
a round  t h e  P ig o v ia n  t a x  s y s t e m . 10^ A. C. P igou  p r o p o s e s  a sy s t e m  o f  
r e w a rd s  f o r  e x t e r n a l  eco n o m ies ,  and p e n a l t i e s  ( t a x )  f o r  e x t e r n a l  d i s ­
economies  . 7
1 0 5 johri McClaughry,  "The A p o s t l e  o f  A n t i -G ro w th :  E. J .  
M is h a n , "  B u s in e s s  and S o c i e t y  R e v i e w / I n n o v a t i o n . No. 4 ( W in t e r ,  1972- 
7 3 ) ,  p .  7.
106Ra iph  E s t e s ,  "Socio -Economic  A cc o u n t in g  and E x t e r n a l  D i s ­
e c o n o m i e s , "  The A c c o u n t in g  Rev iew . Vol.  XLVIII ( A p r i l ,  1972) ,  pp .  284- 
290.
107Pigou,  op.  c i t . , p .  192.
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Turvey e s p r e s s e d  c e r t a i n  r e s e r v a t i o n  t o  t h e  P i g o v i a n  t a x  
s y s t e m  t o  t h e  e f f e c t  t h a t  " t h e  i m p o s i t i o n  o f  a t a x  upon t h e  p a r t y  
im posing  e x t e r n a l  d i s e c o n o m ie s  can  be a v e r y  c o m p l i c a t e d  m a t t e r ,  even  
i n  p r i n c i p l e ,  so t h a t  a p r i o r i  p r e s c r i p t i o n  o f  such  a t a x  i s  u n w i s e . " ^ ®  
He s u p p o r t s  h i s  c o n t e n t i o n  on th e  a n a l y s i s  o f  m a r g i n a l  s o c i a l  and 
m a r g i n a l  p r i v a t e  p r o d u c t ,  and c o n te n d s  t h a t  i n  t h e  c a s e  o f  e m i t t i n g
smoke w i t h  a c h o i c e  be tween  a t a l l  and a s h o r t  ch imney ,  a t a x  sy s t e m
w i l l  n o t  r e s u l t  in  an o p t i m a l  a l l o c a t i o n  o f  r e s o u r c e s  s i n c e  chimney 
h e i g h t s  must  a l s o  be r e g u l a t e d . Turvey  ad d e d ,  how ever ,  t h a t  such  
t a x  would be good i f  based  on l o s s e s  imposed and n o t  on t h e  e f f l u e n t  
d i s c h a r g e d . H O  He p o s i t e d  t h e  i d e a  t h a t  i f  t h e  p a r t y  im posing  th e  
d i s a m e n i t i e s  and t h e  p a r t y  a f f e c t e d  a r e  w i l l i n g  t o  n e g o t i a t e  t o  t h e i r  
m u tu a l  a d v a n t a g e ,  s t a t e  i n t e r v e n t i o n  i s  u n n e c e s s a r y  t o  s e c u r e  optimum 
r e s o u r c e  a l l o c a t i o n . m
W e l l i s z  a g r e e s  in  p r i n c i p l e  w i t h  t h e  P ig o v i a n  t a x  s y s tem  
b u t  he e x p r e s s e s  c e r t a i n  r e s e r v a t i o n  b e c a u se  o f  t h e  d i f f i c u l t y  o f  a p ­
p l y i n g  i t ,  l e t  a l o n e  i t s  r e s u l t i n g  i n a c c u r a c y .  He n e v e r t h e l e s s  
s u g g e s t s  t h a t  i t  w i l l  be w or th  t h e  t im e  o f  t h e  e c o n o m is t s  t o  d e s i g n
th e  b e s t  a v a i l a b l e  P ig o v i a n  t a x  s y s t e m  i n s t e a d  o f  "making i n d i g n a n t
n o i s e s  when th e  p o l i c y  makers a d o p t  s i l l y  m easu re s  f o r  want  o f  e x p e r t  
a d v i c e . "112 C o n s e q u e n t ly ,  W e l l i s z  d i s m i s s e d  T u r v e y ' s  p r o p o s a l  f o r
108xurvey,  op.  c i t . , p .  309 .  IQ^I b i d . , p .  312.
H O l b i d .  , p .  309.
U l S t a n i s l a w  W e l l i s z , "On E x t e r n a l  D iseconomies  and th e  
G o v e rn m e n t -A s s i s t e d  I n v i s i b l e  Hand ."  Economica (November,  1964) ,  p.  
360.
l l 2l b i d . , p .  354.
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n e g o t i a t e d  s e t t l e m e n t  be tween  t h e  o f f e n d i n g  and t h e  o f f e n d e d  p a r t i e s  
as  "a  u n i v e r s a l  pa n a c e a  and a p p l i c a b l e  o n ly  on e x c e p t i o n a l  c a s e s .
P l o t t  t o o k  i s s u e  on t h e  t a x  p r o p o s a l ,  and a r g u e s  t h a t  t h e  
t a x  be imposed e i t h e r  (1)  on t h e  q u a n t i t y  o f  h a rm fu l  e l e m e n t  p ro d u ced  
by th e  o f f e n d e r  o r  (2) on t h e  r e s o u r c e  i n p u t  from which  damaging 
e l e m e n t  i s  g e n e r a t e d . F r iedm an f a v o r s  t h e  f i r s t  b a s i s  o f f e r e d  by 
P l o t t  i f  t h e  c o s t s  imposed on p e o p l e  can  be d e t e r m i n e d . F i n a l l y ,  
Mishan to o k  a more g e n e r a l  a p p ro a c h  by a d v o c a t i n g  t h e  i n a c t i o n  o f  
" s p i l l o v e r  r e p r e s s i v e  law t h a t  encompass a wide r a n g e  o f  s p e c i f i c  
s p i l l o v e r s . e s s e n c e  Df t h e  law i s  t h e  r e c o g n i t i o n  o f  t h e  
r i g h t s  o f  t h e  c i t i z e n s  and t h e  t r a n s f e r  o f  t h e  b u rden  o f  p r o o f  and o f  
c o s t s ,  on th e  o f f e n d i n g  p a r t y ,
G e r h a r d t  expounded t h e  i d e a  o f  award payments  g e a re d  t o  th e  
p e r c e n t a g e  r e d u c t i o n  from t h e  t o t a l  p o t e n t i a l  e m i s s i o n s  t o  an a b s o l u t e  
r e d u c t i o n  i n  te rm s  o f  c e r t a i n  amounts o f  p o l l u t a n t s ,  o r  t o  t h e  a t t a i n ­
ment o f  an  emmis ion s t a n d a r d  s e t  by government r e g u l a t i o n .
*^Ib_id.
H ^ C h a r l e s  R. P l o t t ,  " E x t e r n a l i t i e s  and C o r r e c t i v e  T a x e s , "  
Economica . Vol.  XXXIII ( F e b r u a r y ,  1 966 ) ,  p .  84.
H ^ M c C la u g h ry , "M i l to n  F r iedm an R e s p o n d s , "  o p . c i t . ,  p .  10.
116McClaughry , "The A p o s t l e  o f  A n t i -G ro w th  . . . . , "  op .  c i t . .
p . 6.
l l ^ I b i d .
H ® Paul  H. G e r h a r d t ,  " I n c e n t i v e s  t o  A i r  P o l l u t i o n  C o n t r o l , "  
Law and Contemporary  P r o b le m s . Vol .  XXXIII ( S p r i n g ,  19681,  p .  360.
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V o l u n t a r y  i n d u s t r y  -  government a c t i o n  - Under t h i s  a p p r o a c h ,  
t h e  government i s  supposed  t o  s e t  s t a n d a r d s  f o r  t h e  o f f e n d i n g  i n d u s ­
t r i e s  t o  m ee t .  G e r h a r d t  s u g g e s t s  t h a t  i f  t h e  s t a n d a r d s  a r e  e x c e e d e d ,  
t h e  p a r t i c u l a r  f i r m  s h a l l  r e c e i v e  a c e r t a i n  amount o f  payment t o  o f f ­
s e t  t h e  c o s t  o f  c o n t r o l  o u t l a y s .  However,  i f  t h e  s t a n d a r d  i s  n o t  m e t ,  
a c h a r g e  ( t a x )  s h a l l  be im posed ,  h ig h  enough t o  make c o n t i n u o u s  o f f e n s e  
u n p r o f i t a b l e . M oreover ,  b u s i n e s s  e x e c u t i v e s  a p p e a r  t o  f a v o r  t h i s  
t y p e  o f  i n t e r v e n t i o n  from t h e  governm en t .  I n  a Y an k e lo v ic h  s u rv e y  of  
F o r t u n e  500 co m p an ie s ,  57 p e r c e n t  o f  t h e  270 to p  e x e c u t i v e s  i n t e r v i e w e d  
f a v o r e d  a s t e p  up r e g u l a t i o n  on a i r  and w a t e r  p o l l u t i o n  c o n t r o l . 120
E v a l u a t i o n  o f  A l t e r n a t i v e s
There  a r e  c e r t a i n  o b j e c t i o n s  t o  government a c t i o n .  F i r s t ,  
a complex s y s t e m  o f  r e g u l a t i o n s ,  l i c e n s i n g ,  t a x a t i o n  and m o n i t o r i n g  
would be needed which  " v i o l a t e  t h e  f r e e  e n t e r p r i s e  s p i r i t  and add new 
c o n s t r a i n t s  t o  t h e  f r e e  exchange  t h a t  i s  supposed  t o  make th e  marke t  
s y s t e m  w o r k . "121 Second,  t h e  t a x  p r o p o s a l  i s  somewhat a k i n  t o  the  
s o - c a l l e d  " b a t h t u b  a rg u m e n t"  which  i s  p r i m a r i l y  an a c t i o n - r e a c t i o n  
ty p e  o f  s o l u t i o n .  T h i s  means t h a t  as  an e n t e r p r i s e  p o l l u t e s ,  s o c i e t y  
c l e a n s  r e s u l t i n g  i n  e i t h e r  a s t a t u s - q u o  o r  an a g g r a v a t i o n  o f  c u r r e n t  
p o l l u t i o n .  And as t h e  o f f e n d e r  maximize i t s  p r o f i t s ,  p o l l u t i o n  may
119I b i d .
^ "^ R o b e r t  S. Diamond, "What B u s in e s s  T h i n k s :  The F o r tu n e  500 
Y a n k e lo v ic h  S u r v e y , "  F o r t u n e . Vol .  LXXXVI ( F e b r u a r y ,  1 970 ) ,  p .  119.
121 Commoner, op .  c i t . , p .  46 .
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i n c r e a s e  o r  d e c r e a s e  w i t h  t h e  c o r r e s p o n d i n g  i n c r e a s e  o r  d e c r e a s e  i n  
t h e  t a x  money. Th i s  may r e s u l t  i n  a s m a l l e r  p a t t e r n  f o r  t h e  p o l l u t i o n  
ab a tem e n t  a c t i v i t y .  Th i s  " l o c k e d  i n "  r e l a t i o n s h i p  may be b ro k e n  up i f  
t h e r e  i s  an e f f i c i e n c y  i n  t h e  a b a t e m e n t  p r o c e d u r e s  which  may e i t h e r  be 
i n  t h e  a c t i v i t y  i t s e l f  o r  i n  t h e  t e c h n o lo g y  as m a n i f e s t e d  by t h e  e q u i p ­
ment i n  u s e .  E i t h e r  way,  i n e f f i c i e n c y  w i l l  be a p ro b lem  n o t  m e n t io n i n g  
t h e  8 low deve lopm en t  i n  th e  a b a t e m e n t  t e c h n o lo g y  b e c a u se  th e  m o t i v a t i o n ,  
e x p e r t i s e ,  and t a l e n t s  o f  i n d u s t r y  would n o t  be u t i l i z e d  t o  b e a r  on 
t h e  p rob lem .  T h i r d ,  t h e r e  e x i s t s  a m ora l  i s s u e  t h a t  t h e  economic 
power o f  t h e  o f f e n d e r s  i s  e f f e c t i v e l y  u t i l i z e d  t o  buy o u t  a w rongdo ing .  
A d d i t i o n a l l y ,  a s  Commoner p o i n t s  o u t ,  some p r o d u c e r s  migh t  be w i l l i n g  
" t o  buy th e  r i g h t  to  p o l l u t e  by p a y i n g  a t a x ,  and th e n  damage th e  
e n v i ro n m en t  in  ways t h a t  no t a x e s  can  r e p a i r . "122 F i n a l l y ,  i t  a p p e a r s  
t h a t  t h e  t a x  p rom otes  and i n t e n s i f i e s  th e  m i s a l l o c a t i o n  o f  r e s o u r c e s  
in  t h e  s e n s e  t h a t  th e  r e s p o n s i b i l i t y  f o r  p r e v e n t i n g  th e  f i r m ' s  p o l ­
l u t i o n  i s  t r a n s f e r r e d  t o  somebody e l s e ;  t h e  c o n t r o l  o f  which  c o u ld  
have been e c o n o m i c a l l y  and e f f i c i e n t l y  done a t  s o u r c e .  T h i s  p o i n t  
c o u ld  be compared w i t h  t h e  p ro b lem  o f  d e f e c t i v e  c a r s  which  th e  a u t o ­
m o b i le  m a n u f a c t u r e r s  t r a n s f e r  t h e  r e s p o n s i b i l i t y  o f  s e r v i c i n g  t o  the  
r e p a i r  s h o p s .  T h i s  c r e a t e s  a m i s a l l o c a t i o n  o f  r e s o u r c e s  b e c a u s e  th e  
d e f e c t i v e  c a r s  c o u ld  have been  a v o id e d  by p e r h a p s ,  s t r e n g t h e n i n g  th e  
q u a l i t y  c o n t r o l .
C o n t r o l l i n g  p o l l u t i o n  a t  s o u r c e  may be more e f f i c i e n t  and 
e f f e c t i v e  and t h i s  cou ld  be done v o l u n t a r i l y  by th e  o f f e n d e r .  The
122I b i d .
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r e a s o n  i s  o b v i o u s .  As t h e y  maximize t h e i r  p r o f i t s ,  t h e  o f f e n d e r s  
w i l l  have t h e  m o t i v a t i o n  t o  s e a r c h  f o r  b e t t e r  ways o f  h a n d l i n g  th e  
p r o b le m .  Th i s  s i t u a t i o n  may enhance  c o n s i d e r a b l y  t h e  p o l l u t i o n  c o n t r o l  
t e c h n o l o g y .  C o n s e q u e n t ly ,  p o l l u t i o n  aba t e m e n t  a t  s o u r c e  may be more 
e f f e c t i v e  w i t h  t h e  e x i s t e n c e  o f  r e a s o n a b l y  d e t e r m in e d  s t a n d a r d s  s e t  
by th e  government .
Award payments have t h e i r  own s e r i o u s  d raw b ack s .  A former
bus in es s m an  made an i n t e r e s t i n g  p o i n t  i n  t h i s  r e g a r d :
T r u e ,  i f  you would b a s e  p o l l u t i o n  c o n t r o l  on a s y s tem  o f  
i n c e n t i v e s ,  you m igh t  be d i s p p o i n t e d .  The m a r g i n a l  d o l l a r  
g a in e d  f o r  p o l l u t i o n  c o n t r o l  i s  h a r d l y  a s  e x c i t i n g  as  t h e  
m a r g i n a l  d o l l a r  g a in e d  i n  e x p an d in g  s a l e s ,  c r e a t i n g  new 
p r o d u c t s  o r  im prov ing  t e c h n o l o g y .  T h i s  t y p e  o f  income p r o ­
mises  g row th  and f u t u r e  p r o f i t s .  I  t h i n k  t h a t  many, i f  n o t  
most  b u s in e s s m e n ,  have a s h o r t a g e  o f  key p e r s o n n e l  and th e y  
would r a t h e r  use  t h i s  r e s o u r c e  t o  d e v e l o p  th e  m a in s p r i n g  o f  
t h e i r  p r o f i t s  t h a n  to  maximize t h e  p o l l u t i o n  s u b s i d i e s .*23
In  c o n s i d e r i n g  t h e  above p rob lem s  o f  t h e s e  v a r i o u s  a p p r o a c h e s ,  
t h i s  s t u d y  b e l i e v e s  t h a t  t h e  i n t e r n a l i z a t i o n  o f  s o c i a l  c o s t  c o u ld  be 
done e f f e c t i v e l y  and e f f i c i e n t l y  th ro u g h  i n d u s t r y  and government 
c o o p e r a t i o n .  Th i s  means t h a t  i n d u s t r y  has  t o  v o l u n t a r i l y  m e e t ,  on th e  
minimum, t h e  g u i d e l i n e s  o r  s t a n d a r d s  s e t  by t h e  government i n  r e t u r n  
f o r  c e r t a i n  i n c e n t i v e s  such  as  t h o s e  m en t ioned  above .
S o c i a l  Cos t  i n  P e r s p e c t i v e
There  a r e  two r e l a t e d  i s s u e s  which  w i l l  be u n d e r s c o r e d  in
123 A l e t t e r  by a r e t i r e d  bu s in e s s m a n  t o  Haro ld  W oloz in ,  "The 
Economics o f  A i r  P o l l u t i o n :  C e n t r a l  P r o b l e m s , "  Law and Contemprary  
P r o b le m s . Vol.  XXXIII ( S p r i n g ,  1968) ,  p .  236.
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t h i s  d i s c u s s i o n :  (1)  t h e  growing c o n t r o v e r s y  on g rowth  and p r o d u c t i v i t y  
be tw een  e c o n o m is t s  and e n v i r o n m e n t a l i s t s ,  and (2) t h e  " e i t h e r - o r "  
d i r e c t i o n  and s u b s t a n c e  o f  t h i s  c o n t r o v e r s y .
The two s i d e s  o f  g row th  and p r o d u c t i v i t y  -  John  K. G al -  
b r a i t h ^-24 fomented t h e  w id e n i n g  c o n t r o v e r s y  o v e r  g row th  and p r o d u c t i v i t y  
p a r t i c u l a r l y  be tween  th e  e n v i r o n m e n t a l i s t s  and e c o n o m i s t s .*25  ^he 
fo rm er  c o n te n d s  t h a t  t h e  p r i c e  t a g  o f  i n c r e a s i n g  p r o d u c t i o n  and c o n ­
s um pt ion  a r e  t h e  d e g r a d a t i o n  o f  t h e  e n v i ro n m e n t  and t h e  i n c r e a s i n g  
d i s a m e n i t i e s  o f  l i f e .  S e v e r a l  s t u d i e s  a t t e m p t e d  t o  p ro v e  t h i s  p o i n t .
K. W i l l i a m  Kapp found i n  h i s  s t u d y  o f  t h e  s o c i a l  c o s t s  o f  p r i v a t e  
e n t e r p r i s e  t h a t  t h e  m a x im i z a t i o n  o f  n o t  income by microeconom ic  u n i t s  
was l i k e l y  t o  r e d u c e  th e  income o f  s o c i e t y  as  a w h o le} 2 ** In  1971, Jay  
F o r r e s t e r  p u b l i s h e d  t h e  r e s u l t  o f  h i s  w or ld  s c a l e  com puter  model which 
p r o v i d e d  f o r  t h e  i n t e r a c t i o n  o v e r  t im e  o f  p o p u l a t i o n  g ro w th ,  food 
s u p p l y ,  c a p i t a l  i n v e s t m e n t ,  g e o g r a p h i c a l  s p a c e ,  p o l l u t i o n  and r e s o u r c e  
d e p l e t i o n .  His c o n c l u s i o n  c o r r o b o r a t e d  K app ' s  f i n d i n g s  t o  t h e  e f f e c t  
t h a t  t h e  o p t i m i z a t i o n  o f  any subsy tem s  w i l l  g e n e r a l l y  c o n f l i c t  w i t h  
t h e  w e l l - b e i n g  o f  t h e  l a r g e  s y s t e m  o f  which  i t  i s  a p a r t . * 2 '’ j n 1 9 7 2 , 
F o r r e s t e r ' s  c o l l e a g u e s  a t  M a s s a c h u s e t t s  I n s t i t u t e  o f  Technology  came 
up a s o p h i s t i c a t e d  com puter  model  which  p r e d i c t e d  t h e  c o l l a p b e  o f  th e
*2^ G a l b r a i t h ,  o p . c i t .
1 9 S^ - T o r  an e x c e l l e n t  d i s c u s s i o n  o f  t h e  key p o i n t s  i n  t h i s  
c o n t r o v e r s y ,  s e e  H enderson ,  l o c .  c i t .
126Kapp t op.  c i t .
127j a y F o r r e s t e r ,  World Dynamics (Cam bridge ,  M a s s a c h u s e t t s :
W righ t  A l l e n  P r e s s ,  1971)
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e a r t h ' s  r e s o u r c e s  b y  m i d - 2 1 s t  c e n t u r y . 1 2 8
Commoner i n d i c a t e d  t h a t  t h e  p o i n t  i s  n o t  t o  s u g g e s t  t h e  r u l e  
t h a t  i n c r e a s e d  p r o f i t a b i l i t y  i n e v i t a b l y  means i n c r e a s e d  p o l l u t i o n  o r  
o t h e r  d i s a m e n i t i e s , b u t  on ly  t h a t  many h e a v i l y  p o l l u t i n g  new t e c h n o ­
l o g i e s  t h a t  d i s p l a c e d  o ld  ones s i n c e  t h e  l a s t  w or ld  w a r ,  have r e s u l t e d  
i n  h i g h e r  r a t e  o f  p r o d u c t i v i t y  and p r o f i t s . 1^9 T h e r e f o r e ,  t h e  c o n t i n ­
ued m a x im i z a t i o n  o f  p r o d u c t i v i t y  would r e s u l t  i n  i n c r e a s e d  d i s a m e n i t i e s  
o f  l i f e .  Commoner goes t o  s u g g e s t  t h a t  w i t h  h ig h  p o l l u t i o n  and h ig h  
p r o d u c t i v i t y ,  p e r h a p s ,  t h e  whole s y s t e m  would n o t  be p r o d u c t i v e .  The 
r e a s o n  i s  t h a t  t o  r e c t i f y  th e  e f f e c t s  o f  t h e s e  d i s a m e n i t i e s  would r e ­
q u i r e  t remendous  r e s o u r c e s . * 3®
E. J .  Mishan ,  t h e  s o - c a l l e d  a p o s t l e  o f  a n t i - g r o w t h ,  a g r e e s
w i t h  Commoner. He a rg u e s  t h a t  as  p r o g r e s s  i s  " b e in g  u n r o l l e d  by th e
f o o t ,  i t  i s  s i m u l t a n e o u s l y  b e i n g  r o l l e d  up b e h in d  us by t h e  y a r d . " * 3 *
The fo rmer  S e c r e t a r y  o f  I n t e r i o r ,  S t e w a r t  L. U d a l l ,  a d d s :
We have t r e a t e d  a l l  g row th  as  b e n e f i c i a l ,  and w e 'v e  assumed 
/ t h a t /  we c o u ld  t a k e  c a r e  o f  a l l  i t s  demands.  But  now, so 
many q u e s t i o n s  a r e  r a i s e d  by g rowth  t h a t  we have t o  q u e s t i o n  
i t s  a s s u m p t i o n s  and e v e n t u a l l y  c o n t a i n  i t . 132
* ̂ M eadow s ,  e t  a l . , op .  c i t .
l^^Commoner, op.  c i t . . p .  49 .
*30I b i d . , p.  50.
13 lM cClaughry , "The A p o s t l e  o f  A n t i -G ro w th  . . . , "  op .  c i t . ,
p .  7.
*32 s t e w a r t  L. U d a l l ,  "An Overview o f  Growth v s .  E n v i r o n m e n t , "  
S a l e s  Management. (March 15,  1970) ,  p .  56.
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On th e  o t h e r  h and ,  t h e  e c o n o m is t s  a r e  n o t  im p res sed  by t h e  
e v i d e n c e  p r e s e n t e d  by t h e i r  a d v e r s a r i e s .  They d i s c o u n t e d  t h e s e  s t u d i e s  
as new M a l t h u s i a n  s c a r e s ,  and r e i t e r a t e d  t h e  b e n e f i t s  o f  growth  and 
p r o d u c t i v i t y  in  te rm s  o f  w e a l t h  and income d i s t r i b u t i o n .  As a r e b u t ­
t a l  t o  t h e  e v i d e n c e  g a t h e r e d  by th e  v a r i o u s  s t u d i e s  c i t e d  ab o v e ,  such  
ec o n o m is t s  as  Henry W a l l i c h  and W a l te r  H e l l e r  r a i s e d  t e c h n o lo g y  as 
t h e i r  pr im e m o v e r . 133
More i n t e r e s t i n g  t h a n  th e  c o n t r o v e r s y  i t s e l f  and th e  a r g u ­
ments o f  b o th  s i d e s ,  a r e  t h e  d i r e c t i o n  and th e  s u b s t a n c e  upon which 
th e  d i s a g r e e m e n t  i s  moving.  For b o th  camps,  t h e  t r a c e s  o f  t h e  " e i t h e r -  
o r "  a rguments  a r e  e v i d e n t .
" E i t h e r - o r "  d i r e c t i o n  and s u b s t a n c e  o f  t h e  c o n t r o v e r s y  - An 
i n t e r e s t i n g  b u t  d i s t u r b i n g  a s p e c t  o f  t h e  c o n t r o v e r s y  i s  t h e  ex t rem e  
c h o i c e s  which a r e  i m p l i c i t  in  t h e  arguments  o f  bo th  camps.  The e n ­
v i r o n m e n t a l i s t s ,  w h i l e  n o t  making t h e i r  p o s i t i o n  c l e a r ,  have been 
t a l k i n g  ab o u t  z e r o  p o l l u t i o n  as  w e l l  as  b r i n g i n g  c l a s s  a c t i o n  a g a i n s t  
deve lopment  p l a n s  o f  p o t e n t i a l  d i s t u r b a n c e  to  th e  e n v i ro n m e n t .  In  
f a c t ,  t h e  e n v i r o n m e n t a l i s t s  were  blamed t o  some e x t e n t  f o r  t h e  i n a b i l ­
i t y  to  d e v e lo p  th e  A laskan  N or th  S lope  w h ic h ,  t o  some d e g r e e ,  has 
c o n t r i b u t e d  to  th e  ene rgy  c r i s i s .
On th e  o t h e r  hand ,  t h e  e c o n o m is t s  a r e  more e x p l i c i t  in  t h e i r  
c h o i c e  c r i t e r i o n  - -  m a rg i n a l  c o s t  v e r s u s  m a r g i n a l  b e n e f i t  - -  a r t i c u l a t e s  
t h e  " e i t h e r - o r "  s u b s t a n c e  o f  t h i s  a rgum en t .  For  i n s t a n c e ,  Fr iedman does  
n o t  b e l i e v e  on z e r o  p o l l u t i o n  o r  z e r o  a c c i d e n t  i f  t h e  c o s t  o f  a t t a i n i n g
133}|ender s o n ,  o p . c i t .
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them exce eds  t h e  c o s t  o f  p a y i n g  f o r  a c c i d e n t s  o r  p o l l u t i o n . O n  th e  
c h o i c e  between p o l l u t i n g  th e  w a t e r  o r  k e e p i n g  th e  f i s h ,  t h e  d e t e r m i n ­
in g  f a c t o r  i s  w h e th e r  th e  v a l u e  o f  t h e  f i s h  l o s t  i s  g r e a t e r  o r  l e s s  
t h a n  th e  v a l u e  o f  t h e  p r o d u c t  p roduced  which makes t h e  c o n t a m i n a t i o n  
o f  t h e  w a t e r  p o s s i b l e . 135 C o n s e q u e n t l y ,  as  be tween  p r o d u c t i v i t y ,  
g row th  and p r o f i t s  on t h e  one hand ,  and t h e  remova l  o r  p r e v e n t i o n  o f  
t h e  d i s a m e n i t i e s  on th e  o t h e r ,  t h e  c h o i c e ,  based  on th e  e c o n o m i s t s '  
c r i t e r i o n ,  i s  o b v i o u s l y  t h e  fo rm e r .
But t h e  l o g i c  o f  t h e s e  c h o i c e s  i s  open t o  s e r i o u s  q u e s t i o n  
f o r  th e  u n d e s i r a b l e  e f f e c t s  on t h e  q u a l i t y  o f  th e  env i ro n m en t  i s  n o t  
a t h e o r i t i c a l  d a n g e r ;  r a t h e r  a r e a l  one i n d e e d .  E v i d e n t l y ,  t h e  most  
d e s i r a b l e  c h o i c e  i s  t o  harm onize  p r o d u c t i v i t y ,  growth  and p r o f i t s  
w i t h  th e  q u a l i t y  o f  t h e  en v i ro n m e n t  in  r e c o g n i t i o n  o f  t h e  f a c t  t h a t  
t h e  enhancement o f  t h e  q u a l i t y  o f  l i f e  r e q u i r e s  b o th  economic and 
e n v i r o n m e n t a l  a m e n i t i e s .  McGuire c a l l  t h i s  a " b o t h - t o g e t h e r " 
a p p r o a c h , 136 w h i l e  B o u ld in g  e x p r e s s e s  i t  p h i l o s o p h i c a l l y :  " I s  e a t i n g  
a good t h i n g  o r  i s  i t  b e i n g  w e l l  f e d ? "  For him b e i n g  w e l l  fed i s  more 
i m p o r t a n t  t h a n  e a t i n g . 1^7 Of c o u r s e ,  e a t i n g  and b e i n g  w e l l  fed has to  
go t o g e t h e r .
134mcCl a u g h r y , "M i l to n  F r iedm an  . . . , "  o p . c i t . .  p .  10.
135coase> op.  c i t . , p .  2.
13b^CQu £rc> pp.  c i t . , p .  147.
1 -^ B o u ld in g .  "The Economics o f  t h e  Coming S p a c e s h ip  E a r t h , "  
o p . c i t . ,  p .  283.
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Summary
T h i s  s e c t i o n  has  d i s c u s s e d  t h e  s i g n i f i c a n t  economic i m p l i c a ­
t i o n s  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  as  th e y  r e l a t e  t o  t h e  i s s u e s  
o f  e n v i r o n m e n t a l  p o l l u t i o n  and d e g r a d a t i o n .
A p p a r e n t l y ,  a d i s c u s s i o n  o f  e n v i r o n m e n t a l  p rob lem s  i s  g e n e r a l ­
ly  a d d r e s s e d  t o  a b r o a d e r  sy s t e m  known as e c o l o g y .  Ecology has been 
d e f i n e d  as  t h e  s tu d y  o f  t h e  r e l a t i o n s h i p s  be tween  l i v i n g  o rgan ism s  and 
t h e i r  e n v i ro n m e n t .  To d a t e ,  however ,  l i t t l e  has  been known a bou t  th e  
s t r u c t u r e  o r  f u n c t i o n  o f  n a t u r e .
In  t h e  p r o d u c t i o n  a c t i v i t i e s  o f  a b u s i n e s s  u n i t ,  b o th  p r i v a t e  
c o s t  ( o r  c o n v e n t i o n a l  c a p i t a l ) , and s o c i a l  c o s t  ( o r  b i o l o g i c a l  c a p i t a l )  
a r e  i n c u r r e d .  However, o n ly  p r i v a t e  c o s t s  a r e  a c c o u n te d  f o r  in  th e  
p r o d u c t i o n  model o f  th e  e n t e r p r i s e .  T h e r e f o r e ,  a b u s i n e s s  u n i t  i s  
making d e c i s i o n s  based  on an i n c o m p le t e  d a t a .
P r i v a t e  c o s t  c o n s i s t s  o f  t h e  c o s t s  o f  r e s o u r c e s  consumed or 
d e s t r o y e d  and bo rne  by th e  e n t e r p r i s e  i n  i t s  o p e r a t i o n .  I t  i n c l u d e s  
raw m a t e r i a l s ,  l a b o r ,  o v e r h e a d ,  and o t h e r  c o s t s .  S o c i a l  c o s t s  or  
" d i s p r o d u c t s "  a r e  n e g a t i v e  s e r v i c e s  g e n e r a t e d  by th e  same p r o c e s s e s  
which c r e a t e  p r o d u c t s .  These  c o s t s  c o n s i s t  o f  a l l  d i r e c t  and i n d i r e c t  
l o s s e s  s u f f e r e d  by t h i r d  p e r s o n s  o r  t h e  g e n e r a l  p u b l i c  as  a r e s u l t  o f  
a p r i v a t e  a c t i v i t y .  S o c i a l  c o s t s  a l s o  i n c l u d e  s o c i a l  o p p o r t u n i t y  c o s t s ,  
t h a t  i s ,  t h o s e  s o c i a l  c o s t  e l e m e n t s  which t a k e  th e  form o f  w a s te s  or  
i n e f f i c i e n c i e s  of  v a r i o u s  k i n d s .
The e x c l u s i o n  o f  s o c i a l  c o s t  from t h e  f i r m ' s  d e c i s i o n  model 
c a u s e s  an i l l u s o r y  index  o f  e f f i c i e n c y  and p r o f i t a b i l i t y  among b u s i n e s s  
u n i t s .  O b v io u s ly ,  c e r t a i n  a c t i v i t i e s  which  a r e  p r o f i t a b l e  from th e
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p r i v a t e  c o s t  p o i n t  o f  view may be u n d e s i r a b l e  from a s o c i a l  c o s t  
s t a n d p o i n t ,  o r  v i c e - v e r s a .  L i k e w i s e ,  t h e  i n a b i l i t y  t o  a c c o u n t  f o r  
s o c i a l  c o s t  c o n s t i t u t e s  a s a v i n g  f o r  t h e  p r o d u c e r .  U n f o r t u n a t e l y ,  
t h i s  becomes a d e s a v i n g  from s o c i e t y ' s  s t a n d p o i n t  in  t h e  form o f  bad 
e f f e c t s  o r  u n d e s i r a b l e  consequences  from t h e  d i s a m e n i t i e s  such  as  a i r  
and w a te r  p o l l u t i o n ,  e n v i ro n m e n ta l  d e g r a d a t i o n ,  i l l n e s s  and o t h e r  
h e a l t h  e f f e c t s ,  e t c .
A b r o a d e r  c o n c e p t  t h a n  s o c i a l  c o s t  i s  known as  e x t e r n a l i t i e s  
w hich  encompass n o t  o n ly  th e  bad e f f e c t s  o r  d i s a m e n i t i e s  b u t  a l s o  the  
good e f f e c t s  o r  a m e n i t i e s .  The bad e f f e c t s  a r e  c o n s i d e r e d  as  a s o c i a l  
s u b s i d y  t o  i n d u s t r y .
To e l i m i n a t e  c o m p le t e ly  s o c i a l  c o s t  may be an i m p o s s i b l e  
g o a l ,  however ,  i t  c o u ld  be minimized i f  s o c i a l  c o s t  c o u ld  be i n t e r n a l ­
i z e d  o r  i n t r o d u c e d  i n t o  t h e  d e c i s i o n  model o f  t h e  e n t e r p r i s e .  Three  
methods a r e  p r o p o s e d :  (1) v o l u n t a r y  a c t i o n  by i n d u s t r y  which  c o u ld  be 
s t i m u l a t e d  by sucli i n c e n t i v e s  as  t a x  c r e d i t s  a n d / o r  a c c e l e r a t e d  w r i t e ­
o f f s  o f  th e  c o s t s  o f ,  s a y ,  p o l l u t i o n  c o n t r o l  equ ip m en t ;  (2)  government 
a c t i o n ,  in  th e  form o f  d i r e c t  t a x a t i o n  o r  f ee  based  on t h e  e f f l u e n t  
e m i t t e d  o r  d i s p o s e d ;  (3) v o l u n t a r y  i n d u s t r y - g o v e r n m e n t  a c t i o n .  Under 
t h i s  a p p r o a c h ,  t h e  government s e t s  up s t a n d a r d ^  which  th e  o f f e n d i n g  
i n d u s t r y  o r  f i rm s  have t o  comply.
Government a c t i o n  a p p e a r s  t o  be th e  l e a s t  d e s i r a b l e  because  
o f  th e  v a r i o u s  o b j e c t i o n s  c i t e d  i n  t h e  s t u d y :  (1)  government i n t e r v e n ­
t i o n  c r e a t e s  a complex sys tem  o f  r e g u l a t i o n s ,  l i c e n s i n g ,  t a x a t i o n ,  and 
m o n i t o r i n g  which v i o l a t e s  the  f r e e  exchange  t h a t  makes t h e  marke t
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s y s t e m  work;  (2)  t h e  t a x  p r o p o s a l  i s  s i m i l a r  t o  t h e  s o - c a l l e d  " b a t h ­
t u b  a rgum e n t"  which  may e i t h e r  a g g r a v a t e s  t h e  p rob lem  o r  p romotes  
a s t a t u s - q u o ;  (3) t h i s  app roac h  u n d e r s c o r e s  a mora l  i s s u e  t h a t  th e  
economic power o f  t h e  o f f e n d e r s  a r e  used t o  buy a r i g h t  o f  w rongdo ing ;  
and (4)  t h e  s o l u t i o n  a g g r a v a t e s  t h e  m i s a l l o c a t i o n  o f  r e s o u r c e s  by 
t r a n s f e r r i n g  t o  an o u t s i d e r  t h e  c o n t r o l  o f  p o l l u t i o n  which c o u ld  be 
done more e f f e c t i v e l y  and e f f i c i e n t l y  a t  s o u r c e .
A n o th e r  s y s t e m  o f  i n c e n t i v e s  i n  t h e  form o f  award payments 
was d i s c u s s e d  and t h e i r  drawbacks  were  i d e n t i f i e d .  I t  i s  t h e  p o s i t i o n
o f  t h i s  s t u d y  t h a t  t h e  i n t e r n a l i z a t i o n  o f  s o c i a l  c o s t s  c o u ld  be done
e f f e c t i v e l y  t h ro u g h  t h e  c o o p e r a t i o n  o f  i n d u s t r y  and governm en t .  I n ­
d u s t r y  i s  e x p e c t e d  t o  v o l u n t a r i l y  m e e t ,  as  a minimum, t h e  s t a n d a r d s  
o r  g u i d e l i n e s  s e t  by t h e  government i n  r e t u r n  f o r  c e r t a i n  i n c e n t i v e s
such  as t h o s e  d i s c u s s e d  in  t h i s  s t u d y .
A r a g i n g  c o n t r o v e r s y  e x i s t s  be tween  th e  e n v i r o n m e n t a l i s t s  
and th e  e c o n o m is t s  o ve r  c o n t iu n o u s  g rowth  and m a x im i z a t i o n  o f  p r o d u c ­
t i v i t y  and p r o f i t s .  The fo rm er has  p r o v i d e d  c o h e r e n t  and c o n v i n c i n g  
e v i d e n c e  t o  t h e  e f f e c t  t h a t  c o n t i n u o u s  g rowth  and p r o d u c t i v i t y  and a 
s in g l e - m i n d e d  d r i v e  f o r  maximum p r o f i t s  have s e r i o u s  c o n s e q u e n c e s .
The e c o n o m i s t s ,  on t h e  o t h e r  hand ,  a r g u e s  t h a t  g row th  and p r o d u c t i v i t y  
a r e  needed f o r  a g r e a t e r  d i s t r i b u t i o n  o f  w e a l t h  and income.
Noted in  t h i s  s e c t i o n  i s  t h e  " e i t h e r - o r "  s u b s t a n c e  and 
d i r e c t i o n  o f  t h e  c o n t r o v e r s y .  Th is  s t u d y  p r o p o s e s  a h a rm o n i z in g  a p ­
p r o a c h  - -  " b o t h - t o g e t h e r "  - -  in  d e a l i n g  w i t h  t h e  env i ro n m en t  and th e  
economic m o t i v a t i o n  o f  th e  f i rm .  The p r o p o s a l  i s  p r e m is e d  on t h e  id e a
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t h a t  t h e  q u a l i t y  o f  t h e  en v i ro n m e n t  as  w e l l  as  c o n t i n u e d  g ro w th ,  
p r o d u c t i v i t y ,  and p r o f i t s  a r e  e s s e n t i a l  t o  t h e  enhancement o f  t h e  
q u a l i t y  o f  l i f e .
The n e x t  c h a p t e r  w i l l  d i s c u s s  t h e  s i g n i f i c a n c e  and t h e  c h a l ­
l e n g e  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  t o  t h e  a c c o u n t i n g  p r o f e s s i o n .
CHAPTER I I I
CORPORATE SOCIAL RESPONSIBILITY: AN 
ACCOUNTING CHALLENGE
The d i s c u s s i o n  o f  t h e  dynamic r e l a t i o n s h i p s  between s o c i e t y  
and th e  modern c o r p o r a t i o n  as m a n i f e s t e d  by th e  s o - c a l l e d  c o r p o r a t e  
s o c i a l  r e s p o n s i b i l i t y  and d e p i c t e d  i n  F i g u r e  1 has been com ple ted  in  
C h a p te r  I I .  T h i s  c h a p t e r  w i l l  d e a l  w i t h  t h e  s o c i a l  r o l e  o f  th e  
a c c o u n t i n g  p r o f e s s i o n  r e s u l t i n g  from i t s  i n t i m a t e  r e l a t i o n s h i p s  w i t h  
th e  c o r p o r a t i o n  on t h e  one hand and i t s  i n t e r f a c e  w i t h  s o c i e t y  on th e  
o t h e r  ( s e e  F i g u r e  1 ) .  *• The d i s c u s s i o n  w i l l  p r o v i d e  a b r i e f  r e v i e w  o f  
th e  t r a d i t i o n a l  r o l e  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  and th e  c o n f l i c t i n g  
views r e g a r d i n g  th e  expanded s o c i a l  r o l e  o f  t h e  a c c o u n t a n t s .  Conse-
iThe l i t e r a t u r e  on th e  s o c i a l  r e s p o n s i b i l i t y  o f  th e  a c c o u n t i n g  
p r o f e s s i o n  has been i n c r e a s i n g  i n  t h e  l a s t  f i v e  y e a r s .  S i g n i f i c a n t  
a r t i c l e s  have been  p u b l i s h e d  i n  The J o u r n a l  o f  A ccountancy  and The 
A cc o u n t in g  Review . Some o f  t h e s e  a r t i c l e s  a r e :  F loyd  A. Beams and P au l  
E. F e r t i g ,  " P o l l u t i o n  C o n t r o l  Through S o c i a l  Cos t  C o n v e r s i o n , "  The 
J o u r n a l  o f  A c c o u n ta n c y . Vol.  CXXXII (November,  1971) ,  pp .  37 -42 ;
David L in o w e s , " S o c i a l  R e s p o n s i b i l i t y  o f  t h e  P r o f e s s i o n , "  The J o u r n a l  
o f  A c c o u n ta n c y . Vol.  CXXXII ( J a n u a r y ,  1 971 ) ,  pp .  6 6 -69 ;  Ralph  W. E s t e s ,  
"Socio -Economic  A c c o u n t in g  and E x t e r n a l  D i s e c o n o m i e s . "  The A c c o u n t in g  
R ev iew . Vol .  XLVI ( A p r i l ,  1972) ,  pp .  284-290;  S y b i l  C. Mobley, "The 
C h a l l e n g e s  o f  Socio -E conomic  A c c o u n t i n g , "  The A c c o u n t in g  R ev iew . Vol.
XLV ( O c t o b e r ,  1970) ,  pp .  762-768;  C. West Churchman,  "On th e  F a c i l i t y ,  
F e l i c i t y ,  and M o r a l i t y  o f  M easur ing  S o c i a l  C h an g e , "  The A ccoun t ing  
Review,  Vol.  XLIV (T a n u a ry ,  1971) ,  pp .  10-35.  S i g n i f i c a n t  d i s s e r t a t i o n s  
which d e a l  on th e  s u b j e c t  a r e :  Linda  C. Bowen, op.  c i t . ; S teven  
D i l l e y ,  o p . _ c i j t .  ; S t a n l e y  F a r r i s ,  o p . c i t . ;  and J e r r y  K jn a rd ,  op.  c i t .
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q u e n t l y ,  a d e f i n i t i o n  o f  t h e  p r o f e s s i o n ' s  s o c i a l  r e s p o n s i b i l i t y  w i l l  
be o f f e r e d  which w i l l  p r o v i d e  a b a s i s  f o r  s e t t i n g  up a s o c i a l  p r o f i l e  
f o r  th e  a c c o u n t a n t s  and th e  a c c o u n t i n g  p r o f e s s i o n .  A l s o ,  a framework 
f o r  b r o a d e n i n g  t h e  s o c i a l  r o l e  o f  th e  a c c o u n t a n t s  w i l l  be d i s c u s s e d .
The S o c i a l  R e s p o n s i b i l i t y  o f  t h e  A c c o u n t in g  
P r o f e s s i o n
The s o - c a l l e d  s o c i a l  r e s p o n s i b i l i t y  i s  n o t  new i n  t h e  a c c o u n t ­
i n g  p r o f e s s i o n .  The c o n c e p t  has  always  been  a p a r t  o f  t h e  p r o f e s s i o n  
b e c a u s e  o f  i t s  un ique  r e s p o n s i b i l i t y  i n  t h e  c o n d u c t  o f  i t s  t r a d e .  The 
a c c o u n t a n t ' s  c o n c e r n  i s  s e r v i c e  t o  h i s  c l i e n t s  a c c o r d i n g  t o  t h e  h i g h e s t  
i d e a l s  and s t a n d a r d s  o f  h i s  t r a d e ,  b u t  such  r e s p o n s i b i l i t y  i s  s u b o r ­
d i n a t e d  to  h i s  o b l i g a t i o n  t o  t h e  p u b l i c .
I n  t h e  p a s t ,  t h e  f u l f i l l m e n t  o f  t h e  p r o f e s s i o n ' s  s o c i a l
r e s p o n s i b i l i t y  has  been  done i n d i r e c t l y .  John Lawle r summarizes  t h i s
i n d i r e c t  s o c i a l  c o n t r i b u t i o n  o f  t h e  a c c o u n t a n t :
I n  t h e i r  d a y - t o - d a y  p r a c t i c e s ,  CPAs a r e  a l r e a d y  making a 
s u b s t a n t i a l  c o n t r i b u t i o n  t o  t h e  economic w e l l - b e i n g  o f  t h e  
c o u n t r y .  They do s o  whenever  th e y  a i d  a s m a l l  b u s i n e s s  
e n t e r p r i s e  t o  s u r v i v e  i n  t h e  v i g o r o u s  c o m p e t i t i o n  o f  th e  
m a r k e t p l a c e  - -  whenever  th e y  f a c i l i t a t e  t h e  f low  o f  v e n t u r e  
c a p i t a l  by a d d in g  c r e d i b i l i t y  t o  f i n a n c i a l  s t a t e m e n t s ;  
whenever  th e y  p r o v i d e  a s s u r a n c e s  t h a t  funds  advanced  by 
o t h e r s  a r e  b e i n g  p r o p e r l y  u t i l i z e d ;  w henever  th e y  r e n d e r  
management a d v i c e  which  r e s u l t s  i n  lower c o s t s  o r  h i g h e r  
p r o f i t s ;  whenever  t h e y  a s s i s t  t a x p a y e r s  t o  pay no more 
( b u t  no l e s s )  t h a n  t h e i r  f a i r  s h a r e  o f  t h e  n a t i o n ' s  t a x  
b i l l . 2
The r e c e n t  a c c e n t  on c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  has 
s t i m u l a t e d  a t r a n s f o r m a t i o n  o f  th e  p r o f e s s i o n ' s  r o l e  from an i n d i r e c t
2 john  L a w le r ,  " P r o f e s s i o n a l  R e s p o n s i b i l i t y  o f  t h e  CPA . . .  To 
S o c i e t y , "  P e n n s y lv a n i a  CPA Spokesman, Vol.  XLII (A u g u s t ,  1971) ,  p .  4 .
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o r  p a s s i v e  t o  a d i r e c t  o r  a c t i v e  p a r t i c i p a t i o n  o r  in v o lv e m e n t  in  
s o c i a l  i s s u e s .  These i n c l u d e  a i d  t o  s m a l l  b u s i n e s s ,  r e c r u i t i n g  
m i n o r i t i e s ,  e d u c a t i o n  o f  m i n o r i t i e s ,  d e v e l o p i n g  m easurements  f o r  s o c i a l  
p ro g ra m s ,  e n v i r o n m e n t a l  c o n c e rn s  and p rob lem s  o f  c i t i e s . - *
T h i s  new r o l e  i s  i n e v i t a b l e .  The s t r a t e g i c  l o c a t i o n  o f  t h e  
a c c o u n t i n g  p r o f e s s i o n  between t h e  s o c i e t y  and t h e  modern c o r p o r a t i o n  
as w e l l  as  th e  r e c e n t  c o n c e r n  f o r  t h e  f u l f i l l m e n t  o f  s o c i a l  g o a l s  
makes i t  s u c e p t i b l e  t o  a b s o rb  t h e  changes  t h a t  o c c u r  in  t h e  i n t e r ­
a c t i o n  among t h e  c o r p o r a t e  p a r t i c i p a n t s ,  and th e  s o c i e t y  as  a w ho le .
However, t h i s  d i r e c t  r o l e  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  
s u b j e c t  t o  an e x i s t i n g  c o n t r o v e r s y  among a c c o u n t a n t s .  The c o n f l i c t  
w i l l  be d i s c u s s e d  i n  t h e  f o l l o w i n g  p a r a g r a p h s .
C o n f l i c t i n g  Views o f  th e  A c c o u n t a n t ' s
S o c i a l  R e s p o n s i b i l i t y
The re  a r e  two c o n f l i c t i n g  views r e g a r d i n g  t h e  s o c i a l  r e s p o n ­
s i b i l i t y  o f  t h e  a c c o u n t i n g  p r o f e s s i o n .  I d e n t i f i e d  i n  t h i s  s t u d y  as 
t h e  " c l a s s i c a l "  v ie w ,  t h e  f i r s t  g roup  found a w e l l - r e s p e c t e d  s p o k e s ­
man, P r o f e s s o r  W i l l i a m  A. P a to n .  For  him:
. . .  t h e  n o t i o n  t h a t  t h e  g o a l  o f  t h e  p r o f e s s i o n a l  a c c o u n t a n t
i s  p u b l i c  o r  s o c i a l  s e r v i c e  i s  n o n s e n s e .  His f u n c t i o n  i s
to  h i s  s p e c i f i c  c l i e n t s ;  t h e  p e o p l e  who pay f o r  h i s  e f f o r t s . ^
3
Bowen, op.  c i t . . pp .  2 - 8 .
^ W i l l i a m  A. P a to n ,  "Earmarks o f  a P r o f e s s i o n  - -  and th e  
APB," The J o u r n a l  o f  A c c o u n ta n c y . Vol .  CXXXI ( J a n u a r y ,  1972) ,  p .  41 .
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I n  a d d i t i o n ,  P r o f e s s o r  P a to n  does  n o t  b e l i e v e  t h a t  t h e  
a c c o u n t i n g  p r o f e s s i o n  s h o u ld  a c c e p t  t h e  r e s p o n s i b i l i t y  f o r  m e a s u r in g  
t h e  c o s t  o f  a i r  and w a t e r  p o l l u t i o n .  He a r g u e s  t h a t  he would " l i k e  
t o  view a c c o u n t i n g  in  f a i r l y  b road  t e r m s ,  b u t  we c a n ' t  c o v e r  t h e  w a t e r ­
f r o n t
The " e n l i g h t e n e d "  v iew i s  s h a r e d  by th e  m a j o r i t y  o f  t h e  
a c c o u n t a n t s .  David F. Linowes has  been t h e  l e a d e r  o f  t h i s  g ro u p .  He 
a r g u e s  t h a t  a c c o u n t a n t s  have to  " sp e a k  o u t  w i t h  d i g n i t y  and f o r c e ;  
t a k e  p u b l i c  s t a n d  on v i t a l  i s s u e s  o f  t h e  day - -  e s p e c i a l l y  i n  t h o s e  
m a t t e r s  in  which  ou r  e x p e r t i s e  makes us u n i q u e l y  q u a l i f i e d . " 6  Bowen 
found t h i s  a t t i t u d e  t o  be p e r v a s i v e .  She c o n c l u d e s  t h a t  h e r  s t u d y  
s u p p o r t s  t h e  d e t e r m i n a t i o n  t h a t  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  w i l l i n g  
t o  a c c e p t  a b ro ad en e d  s o c i a l  r o l e ,  and t h a t  t h e  a c c o u n t a n t s  a r e  
becoming i n c r e a s i n g l y  i n v o l v e d  w i t h  t h e  s o c i a l  p rob lem s  o f  t h e  Amer i­
can  s o c i e t y . ^
Meaning o f  t h e  A c c o u n t a n t ' s  S o c i a l  
Respons i  b i l i t y
P e r h a p s ,  t h e  e n s u i n g  c o n t r o v e r s y  as  to  t h e  s o c i a l  r e s p o n s i -
^See P r o f e s s o r  P a t o n ' s  comments on th e  a r t i c l e  o f  Beams and 
F e r t i g  on t h e  a c c o u n t i n g  f o r  t h e  c o s t  o f  p o l l u t i o n  c o n t r o l ,  " L e t t e r s :  
P o l l u t i o n  C o s t , "  The J o u r n a l  o f  A c c o u n ta n c y . Vol .  CXXXIII (May, 1972) ,
p .  28.
^David F. L inowes ,  " S o c i a l  R e s p o n s i b i l i t y  o f  t h e  P r o f e s s i o n , "  
P u b l i c  A cc o u n t in g  - 1980 , M aur ice  Moonitz ed .  (P a lo  A l t o ,  C a l i f o r n i a :  
C a l i f o r n i a  C e r t i f i e d  P u b l i c  A c c o u n ta n t s  F o u n d a t i o n  f o r  E d u c a t io n  and 
R e s e a r c h ,  1 971 ) ,  p .  7b.
^ B o w e n ,  o p .  c i t . ,  p .  x i i .
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b i l i t y  o f  t h e  a c c o u n t a n t s  r e s u l t s  from th e  a b s e n c e  o f  a  c o n c e p t u a l  
a n d / o r  o p e r a t i o n a l  d e f i n i t i o n  o f  t h e  c o n c e p t .  Even Bowen's  com pre ­
h e n s i v e  s t u d y  o f  t h e  a t t i t u d e s  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  tow ards  
s o c i a l  r e s p o n s i b i l i t y  does  n o t  p r o v i d e  such  a m e a n in g fu l  d e f i n i t i o n . ®
A c o n c e p t u a l  and a  p h i l o s o p h i c a l  d e f i n i t i o n  o f  t h e  a c c o u n t ­
a n t ' s  s o c i a l  r e s p o n s i b i l i t y  may be s t a t e d  as  encom pass ing  t h o s e  a c t i o n s  
and a c t u a t i o n s  o f  t h e  p r o f e s s i o n  which  d i r e c t l y  o r  i n d i r e c t l y  i n t e n d e d  
t o  p e r p e t u a t e  i t s e l f .  To a t t a i n  i t s  economic m o t i v e ,  t h e  a c c o u n t i n g  
p r o f e s s i o n  has  t o  s e r v e  i t s  c l i e n t s  w e l l .  S i m i l a r l y ,  t o  m a i n t a i n  i t s  
s o c i a l  s t a t u s  and a c c e p t a n c e  and t o  j u s t i f y  i t s  e x i s t e n c e ,  t h e  
a c c o u n t i n g  p r o f e s s i o n  has t o  be r e s p o n s i v e  t o  t h e  needs  o f  s o c i e t y .  
O b v i o u s l y ,  t h e s e  d u a l  a s p e c t s  o f  t h e  p r o f e s s i o n ' s  b e h a v i o r  a r e  n o t  
m u t u a l l y  e x c l u s i v e .  The a b s e n c e  o f  one a s p e c t  would mean a c r i t i c a l  
d i m i n u t i o n  o f  i t s  im p o r t a n c e .  M oreover ,  t h e s e  a r e  p a r t  o f  a number 
o f  d e t e r m i n a n t s  which  s e p a r a t e  a  p r o f e s s i o n  from a mere o c c u p a t i o n  
o r  t r a d e . 9
^Bowen d e f i n e d  s o c i a l  r e s p o n s i b i l i t y  as  " t o  d e n o t e  a b road  
o b l i g a t i o n  to  t h e  community and an a d d i t i o n a l  o b l i g a t i o n  t o  n u r t u r e  and 
d e v e l o p  human v a l u e s  which  c a n n o t  be measured  i n  economic t e r m s .  Th is  
t y p e  o f  r e s p o n s i b i l i t y  a r i s e s  from a c o n c e r n  f o r  t h e  e t h i c a l  c o n s e ­
quences  o f  o n e ' s  a c t i o n s  as  th e y  m igh t  a f f e c t  t h e  i n t e r e s t s  o f  o t h e r s "  
Bowen, op .  c i t . , p .  11.
^For t h e  a t t r i b u t e s  o f  a p r o f e s s i o n ,  s e e  R o b e r t  H. Roy and 
James H. M a c N e i l l ,  H or izons  o f  a P r o f e s s i o n  (New York:  Amer ican  I n s ­
t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 967 ) ,  p.  31.  See a l s o  "S ix  
S t a g e s  i n  t h e  E v o l u t i o n  o f  a P r o f e s s i o n , "  Data Management, Vol .  X 
(S e p te m b e r ,  1972) ,  p .  18; R ic h a r d  E. D u t to n ,  " E v a l u a t i o n  Toward A 
Concept  o f  B u s in e s s  Management a s  a P r o f e s s i o n "  ( u n p u b l i s h e d  Pb.  D. 
d i s s e r t a t i o n ,  L o u i s i a n a  S t a t e  U n i v e r s i t y ,  1963) .
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The p h i l o s o p h i c a l  a s p e c t  o f  t h e  d e f i n i t i o n  assumes t h a t  t h e  
p r im a r y  l o y a l t y  and r e s p o n s i b i l i t y  o f  t h e  a c c o u n t a n t  a r e  to  h i s  
p r o f e s s i o n .  I f  such  d e g r e e  o f  l o y a l t y  and r e s p o n s i b i l i t y  i s  a c h i e v e d ,  
and i s  b e l i e v e d  t o  oe a c h i e v a b l e ,  t h e  w e l l - b e i n g  and t h e  f u t u r e  o f  
t h e  a c c o u n t i n g  p r o f e s s i o n  i s  s e c u r e d .  L o y a l ty  and r e s p o n s i b i l i t y  to  
t h e  p r o f e s s i o n  r e q u i r e  i t s  p e r p e t u a t i o n ,  and t h i s  c o n d i t i o n  can on ly  
be met by w ork ing  th ro u g h  th e  d u a l  a s p e c t s  o f  t h e  p r o f e s s i o n ' s  
b e h a v i o r  i d e n t i f i e d  above as  (1) s e r v i c e  t o  c l i e n t s  and (21 r e s p o n ­
s i v e n e s s  t o  t h e  c u r r e n t  needs  o f  s o c i e t y .  D e d u c t i v e l y ,  t h e r e f o r e ,  
l o y a l t y  and r e s p o n s i b i l i t y  to  t h e  a c c o u n t i n g  p r o f e s s i o n  a c h i e v e s  i t s  
p e r p e t u a t i o n ,  by s e c u r i n g  i t s  f u t u r e  and w e l l - b e i n g  th ro u g h  th e  h i g h ­
e s t  s t a n d a r d  o f  s e r v i c e  to  c l i e n t s  and r e s p o n s i v e n e s s  t o  s o c i e t y ' s  
n e e d s .
P r o f e s s o r  P a ton  a t t e m p t e d  t o  combine a c o n c e p t u a l  and 
p h i l o s o p h i c a l  d e f i n i t i o n  o f  t h e  p r o f e s s i o n ' s  s o c i a l  r e s p o n s i b i l i t y  
when he s a i d  t h a t  t h e  b e s t  way f o r  t h e  a c c o u n t a n t  t o  a c h i e v e  th e  g o a l  
o f  p u b l i c  o r  s o c i a l  r e s p o n s i b i l i t y  i s  t o  s e r v e  h i s  " c l i e n t ,  p a t r o n ,  
c u s to m e r ,  o r  anyone  e l s e  he i s  w ork in g  f o r  as  w e l l  a s  p o s s i b l y  can  in  
t h e  l i g h t  o f  h i s  t r a i n i n g  and e x p e r i e n c e . But h i s  c o n c e p t  p e r t a i n s  
to  th e  t r a d i t i o n a l  s e r v i c e  p r o f i l e  o f  t h e  a c c o u n t a n t s .  While the  
economic m ot ive  i s  s a t i s f i e d  th r o u g h  e x c e l l e n t  s e r v i c e  t o  c l i e n t s ,  
p a t r o n s ,  c u s t o m e r s ,  e t c . ,  as  r e f e r r e d  t o  by P r o f e s s o r  P a to n ,  the  
s o c i a l  c o n t r i b u t i o n  o f  t lie p r o f e s s i o n  i s  m a n i f e s t e d  i n d i r e c t l y .
lOpaton  to  F e r t i g  and Beams, l o c . c i t .
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A p p a r e n t l y ,  t h i s  i n d i r e c t  s e r v i c e  p r o f i l e  o f  t h e  a c c o u n t a n t s  i s  no 
l o n g e r  a c c e p t a b l e  t o  s o c i e t y .  Where s o c i a l  g o a l s  a r e  moving r a p i d l y  
t o  t h e  p e r i p h e r y  o f  s o c i a l  c o n c e r n s ,  d i r e c t  and o v e r t  in v o lv em en t  o f  
e v e r y  i n s t i t u t i o n ,  i n c l u d i n g  th e  a c c o u n t i n g  p r o f e s s i o n  i s  pa ram oun t .
Linowes p r o v i d e s  an o p e r a t i o n a l  d e f i n i t i o n  o f  t h e  p r o f e s s i o n ' s  
s o c i a l  r e s p o n s i b i l i t y .  He p r o p o s e s  t h r e e  l e v e l s  o f  r e s p o n s i b i l i t y :
- -  The s o c i a l  r e s p o n s i b i l i t y  o f  our  p r o f e s s i o n  t o  p e r fo rm  
w e l l  i t s  t r a d i t i o n a l  a s s i g n m e n t s  f o r  t h o s e  i t  s e r v e s  - -  
i t s  c l i e n t s .
- -  The r e s p o n s i b i l i t y  o f  eac h  d i s c i p l i n e  t o  p ro v e  new 
f r o n t i e r s  and expand t h e  p a r a m e t e r s  o f  i t s  work ,  t o  
h e l p  c o n t r i b u t e  to  a b e t t e r  s o c i e t y .
- -  The s o c i a l  r e s p o n s i b i l i t y  o f  any e d u c a t e d  g roup  of  
c i t i z e n s  t o  i t s  n a t i o n  and s o c i e t y . H
The f i r s t  l e v e l  p e r t a i n s  t o  th e  s a t i s f a c t i o n  o f  t h e  p r o ­
f e s s i o n ' s  economic m o t iv e  t h ro u g h  s e r v i c e  t o  i t s  c l i e n t s ,  w h i l e  th e  
second  and t h i r d  l e v e l s  a t e  c o n c e rn e d  w i t h  t h e  s o c i a l  d im e n s io n  o f  th e  
a c c o u n t a n t ' s  s o c i a l  r e s p o n s i b i l i t y .  While t h e  d e f i n i t i o n  does  n o t  
s p e c i f y  th e  d e g r e e  o f  in v o lv em en t  i m p l i c i t  i n  t h e  l a s t  two l e v e l s ,  
f l e x i b l e  i n f e r e n c e  c o u l d  be drawn a s  t o  t h e i r  h o r i z o n .  I n  f a c t ,  i t  
i s  from t h e s e  two l e v e l s  t h a t  Linowes c h a l l e n g e s  t h e  a c c o u n t a n t s  to  
a c t .
S o c i a l  P r o f i l e  o f  t h e  A c c o u n ta n t s  and th e
A c c o u n t in g  P r o f e s s i o n
To r e i n f o r c e  th e  c a s e  f o r  a d i r e c t  in v o lv em en t  o f  th e  
a c c o u n t i n g  p r o f e s s i o n  in  s o c i a l  i s s u e s ,  i t  i s  i m p e r a t i v e  t h a t  th e  
s o c i a l  s t a t u s  o f  t h e  p r o f e s s i o n  i s  u n d e r s t o o d .  Th i s  u n d e r s t a n d i n g
l l L i n o w e s ,  o p . c i t . ,  p .  76.
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c o u ld  be enhanced  by s e t t i n g  up a s o c i a l  p r o f i l e  o f  t h e  (1)  a c c o u n t i n g  
p r o f e s s i o n  and (2)  t h e  a c c o u n t a n t  as  a p r o f e s s i o n a l  and as a member o f  
s o c i e t y .
S o c i a l  p r o f i l e  o f  th e  a c c o u n t i n g  p r o f e s s i o n  - The t h i r d  
l e v e l  o f  r e s p o n s i b i l i t y  i d e n t i f i e d  by Linowes ab o v e ,  c o n c e r n s  w i t h  
t h e  r e s p o n s i b i l i t y  o f  "any e d u c a t e d  g roup  o f  c i t i z e n s  t o  i t s  n a t i o n  
and s o c i e t y . "12 T h i s  p r o p o s i t i o n  i s  i n h e r e n t  i n  any p r o f e s s i o n .  I n s ­
t i t u t i o n s ^  ( p r o f e s s i o n s ,  f o r  t h a t  m a t t e r ) ,  a r e  p a r t  o f  a s o c i a l  
p r o c e s s ,  and t h e r e f o r e ,  t h e y  a r e  a c r e a t i o n  o f  s o c i e t y .  S o c i e t y  
c r e a t e d  them t o  s e r v e  a p u r p o s e  - -  t o  s a t i s f y  i t s  n e e d s .  I n  t h e  e v e n t  
t h a t  such  i n s t i t u t i o n s  f a l t e r e d  i n  t h e i r  m i s s i o n s ,  and a c c o r d i n g  t o  
t h e  p u rp o s e  o f  t h e i r  c r e a t i o n ,  t h e i r  e x i s t e n c e  w i l l  be i n d e f e n s i b l e  
and u n j u s t i f i a b l e .  Then,  by t h e  same p r o c e s s  t h a t  c r e a t e d  them, new 
i n s t i t u t i o n s  w i l l  a p p e a r  t o  r e p l a c e  t h e  w o r t h l e s s  and u n r e s p o n s i v e  
o n e s .
M acN ei l l  a g r e e s  w i t h  t h i s  p r o p o s i t i o n .  He m a i n t a i n s  t h a t  
" t h e  e f f e c t i v e  f u n c t i o n i n g  and e x i s t e n c e  o f  t h e  p r o f e s s i o n  i s  
d e t e r m i n e d ,  by and l a r g e ,  by t h e  w is h e s  o f  t h e  p e r i o d  o r  t i m e . " ! ^
12l b i d .
I  O
1 I n s t i t u t i o n  i s  d e f i n e d  by P r o f e s s o r  Hubbard "as  t h e  embodi­
ment o f  c o n c e p t s ,  a s s u m p t i o n s ,  and p r i n c i p l e s  based  om s o c i a l  p o s t u ­
l a t e s  o f  a c c e p t a b l e  b e h a v i o r  and e s t a b l i s h e d  f o r  t h e  p u rp o s e  o f  
p e r f o r m i n g  c e r t a i n  e s s e n t i a l  s o c i a l  f u n c t i o n s . "  Thomas Hubbard , "A 
S o c i a l  F o u n d a t i o n  f o r  A ccoun t ing  T h e o r y , "  DR S c o t t  Memorial  L e c t u r e s  
Volume V (Colum bia ,  M i s s o u r i :  The U n i v e r s i t y  o f  M i s s o u r i ,  Columbia ,
1973) ,  p .  7.
^Mamcs 11. Mac No i 11, "The Image o f  th e  P r o f e s s i o n  in  198 0 , "  
P u b l i c  A cc o u n t in g  - 1980 , Maurice Moonitz e d .  ( P a l o  A l t o ,  C a l i f o r n i a :  
C a l i f o r n i a  CPA F o u n d a t io n  f o r  E d u c a t io n  and R e s e a r c h ,  1971) ,  p.  7.
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Hubbard em p h as ize s  p r o d u c t i o n  and d i s t r i b u t i o n  o f  goods and s e r v i c e s  
t o  a l l  t h e  conundrum o f  b u s i n e s s  t h ro u g h  th e  f r e e  e n t e r p r i s e  s y s t e m  
as  t h e  p r i m a r y  s o u r c e  o f  t h e  p r o f e s s i o n ' s  f u n c t i o n . 15
S o c i a l  p r o f i l e  o f  t h e  p r o f e s s i o n a l  a c c o u n t a n t  -  I t  would
seem l o g i c a l  t h a t  t h e  s o c i a l  p r o f i l e  o f  t h e  p r o f e s s i o n a l  a c c o u n t a n t
i s  a m a t t e r  o f  r e s t a t i n g  t h e  code o f  e t h i c s  o f  the  p r o f e s s i o n .  The
Code o f  P r o f e s s i o n a l  E t h i c s  o f  t h e  Amer ican  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n ta n t s  n o t e s  t h e  f o l l o w i n g  p o i n t s :
The r e l i a n c e  o f  th e  p u b l i c ,  t h e  government and t h e  b u s i n e s s  
community on sound f i n a n c i a l  r e p o r t i n g  and a d v i c e  on b u s i ­
n e s s  a f f a i r s ,  and t h e  im p o r ta n c e  o f  t h e s e  m a t t e r s  t o  the  
economic and s o c i a l  a s p e c t s  o f  l i f e  impose p a r t i c u l a r  o b l i ­
g a t i o n s  on c e r t i f i e d  p u b l i c  a c c o u n t a n t s .16
The o b l i g a t i o n ,  a c c o r d i n g  t o  Hubbard,  r e q u i r e s  th e  a c c o u n t ­
a n t s  t o  r e l a t e  t o  modern s o c i e t y  i f  t h e y  a r e  go ing  t o  r e t a i n  t h e i r  
p o s i t i o n s  i n  t h e  s o c i a l  s c h e m e . 1^ Q u o t in g  th e  Canad ian  C h a r t e r e d  
A c c o u n t a n t , G e ra ld  Ross u n d e r s c o r e d  t h i s  o b l i g a t i o n  in  a n o t h e r  l i g h t :
. . .  Good a c c o u n ta n c y  i s  th e  b e g i n n i n g s  o f  b u s i n e s s  j u s t i c e ,  
and b u s i n e s s  j u s t i c e ,  f a i r n e s s  in  t h e  t r a n s a c t i o n  o f  b u s i ­
n e s s ,  i s  a v e rv  i m p o r t a n t  f a c t o r  in  s o c i a l  and economic 
ju s  t  i c e . I®
Louis  Goldberg  expounded on t h r e e  a r e a s  o f  a c c o u n t i n g
l^ H ubbard ,  o p . c i t . .  p .  9.
1^R e s t a t e m e n t  o f  t h e  Code o f  P r o f e s s i o n a l  E t h i c s  (New York:  
Amer ican I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1973) ,  p.  6.
1^Hubbard,  o p . c i t . ,  p .  4 .
1 Ri 0 G era ld  H. B. R oss ,  " S o c i a l  A c c o u n t i n g :  M easur ing  t h e  Unmeas- 
u r a b l e s ? , "  C anad ian  C h a r t e r e d  A c c o u n t a n t . Vol.  1C ( J u l y ,  1971) ,  p .  53.
I l l
i n t e r e s t  t o  w h ich  a c c o u n t a n t s  may a p p l y  th e m s e lv e s  a t  each  l e v e l  o f
governm en t .  He d e s c r i b e d  one o f  t h e s e  l e v e l s  as  f o l l o w s :
. . .  i t  would a p p e a r ,  a t  l e a s t  on t h e  f a c e  o f  t h i n g s ,  t h a t  
a c c o u n t a n t s  a r e  o r  ough t  t o  be t h e  p e o p l e  i n  t h e  community 
who, by t h e i r  t r a i n i n g  and i n t e r e s t s ,  a r e  b e s t  f i t t e d  t o  
be t h e  i n t e l l i g e n t  and k n o w led g ea b le  c r i t i c s  o f  a g o v e r n ­
m e n t ' s  management o f  t h e  r e s o u r c e s  e n t r u s t e d  t o  i t  i n  so  
f a r  a s  t h i s  i s  r e v e a l e d  by a c c o u n t i n g  and f i n a n c i a l  i n f o r ­
m a t io n .  They a r e  i n  a p o s i t i o n ,  e s p e c i a l l y  in  a dem ocracy ,  
t o  e x e r c i s e  a wholesome f u n c t i o n  as  c o n s t r u c t i v e  c r i t i c s  
o f  t h e  ways i n  w hich  t h e  government i s  c a r r y i n g  on i t s  
a f f a i r s ,  p a r t i c u l a r l y  in  t h e i r  economic and f i n a n c i a l  
a s p e c t s  . . . 1 9
T h i s  i s  t h e  r e a s o n  why o b s e r v e r s  o u t s i d e  t h e  p r o f e s s i o n  c a l l
upon t h e  a c c o u n t a n t s  t o  a s s e r t  t h e i r  s o c i a l  i m p o r t a n c e .  John L. Cobbs ,
e d i t o r  o f  t h e  b u s i n e s s  s e c t i o n  o f  B u s i n e s s  Week, c h a l l e n g e d  th e
a c c o u n t a n t s  by s a y i n g :
. . .  Fo r  your  own p r o t e c t i o n ,  you must  become m i s s i o n a r i e s - -  
even  i f  t h a t  means t h a t  once i n  a w h i l e  you have t o  t a k e  th e  
chanc e  o f  b e i n g  e a t e n  by th e  n a t i v e s . 20
Ralph  Nader a s k e d  t h e  a c c o u n t a n t s  t o  a s s e r t  t h e i r  i n f l u e n c e  on t h e i r  
c l i e n t s  t o  do away w i t h  i r r e s p o n s i b l e  a c t s ,  r e a l i z i n g  however ,  t h a t  
" t h i s  can  be a p r e s c r i p t i o n  f o r  m a r t y r d o m . "21 Roy and M acN ei l l  added 
t h a t  t h e  a c c o u n t a n t  must  somet imes  t a k e  a f i r m  s t a n d ,  even  when t o  do 
so i s  to  b i t e  t h e  hand t h a t  f e e d s  h i m . "  I n  c o n c l u d i n g  t h i s  o b s e r -
19i b i d . , p .  19.
2 0 jo h n  L, Cobbs,  "How th e  Bus i n e s s  P r e s s  Views the  A c c o u n t ­
in g  P r o f e s s i o n , "  The J o u r n a l  o f  A c c o u n ta n c y . Vol.  CXXVJ.II (A ugus t ,  
1 969) ,  p .  51.
21"CPAs Role  in  S o l v i n g  Economic Problems i s  Theme a t  Annual  
M e e t i n g , "  The J o u r n a l  o f  A c c o u n ta n c y , Vol.  CXXXII (November, 1971) ,
p .  10.
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v a t i o n ,  t h e y  p a r a p h r a s e d  V o l t a i r e  i n  s a y i n g :  " I f  t h e  CPA d id  n o t  e x i s t ,
i t  would be n e c e s s a r y  t o  i n v e n t  him.
S o c i a l  p r o f i l e  o f  t h e  a c c o u n t a n t  a s  a member o f  s o c i e t y  - As
a member o f  s o c i e t y ,  t h e  a c c o u n t a n t ,  a p a r t  from h i s  r e s p o n s i b i l i t y  t o
f o l l o w  t h e  laws o f  t h e  l a n d ,  i s  e x p e c t e d  t o  p l a y  an i m p o r t a n t  r o l e  
in  community a f f a i r s  e s p e c i a l l y  in  a r e a s  where h i s  e x p e r t i s e  h i s  n e e d e d .  
A community o r g a n i z a t i o n ,  f o r  exam ple ,  may f u n c t i o n  w e l l  b e c a u s e  o f  
th e  f i n a n c i a l  a d v i c e  o f  t h e  a c c o u n t a n t .
On t h e  o t h e r  hand ,  t h e  a c c o u n t a n t  has h i s  own a s p i r a t i o n  f o r  
h i m s e l f  and f o r  h i s  f a m i l y .  Whatever  he does  i n  h i s  p r o f e s s i o n a l  l i f e  
r e d o u n d s  t o  t h e  b e n e f i t  o f  s o c i e t y  f o r  which  he i s  a member. He 
d e s e r v e s  a wholesome and p e a c e f u l  e n v i r o n m e n t ,  c l e a n  a i r  and w a t e r ,  
an e f f i c i e n t  p u b l i c  s e r v i c e s ,  and so  f o r t h .
B r o a d e n in g  t h e  A c c o u n t a n t ' s  S o c i a l  
Respons i b i l i t y
The s o c i a l  r e s p o n s i b i l i t y  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  d i s ­
c u s s e d  p r e v i o u s l y ,  needs  a c r i t i c a l  e x a m i n a t i o n  and a b road  c o n c e p t u a l  
i n t e r p r e t a t i o n  t o  enhance  t h e  r e s p o n s i v e n e s s  o f  t h e  p r o f e s s i o n  t o  th e  
c h a n g i n g  needs  o f  s o c i e t y .  To a t t a i n  t h i s  o b j e c t i v e ,  Bedfo rd  p ro p o s e s  
t h a t  a b a s i c  c o n c e p t i o n  o f  s o c i e t y  i s  needed t o  d e t e r m i n e  a d e s i r a b l e  
f u t u r e  r o l e  f o r  a c c o u n t i n g  as a s u b s y s t e m  o f  s o c i e t y . 23 Hubbard 
s u g g e s t s  th e  f o r m u l a t i o n  o f  s o c i a l  p o s t u l a t e s  - -  s o c i a l  c o n c e p t s  of
22Roy and M a c N e i l l ,  op.  c i t . . p .  32.
23No r ton  M. B e d fo rd ,  The F u t u r e  o f  A cc o u n t in g  in  a Changing  
S o c i e t y  (Champaign,  I l l i n o i s :  S t i p e s  P u b l i s h i n g  Company, 1 970 ) ,  p .  20.
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a c c e p t a b l e  b e h a v i o r  - -  to  s e r v e  a s  t h e  b a s i c  c o n c e p t i o n  f o r  t h e  u n d e r ­
l y i n g  r u l e s  g o v e r n i n g  s o c i a l  a c t i o n .  He p r o p o s e s  t h a t  t h e  " a c c o u n t i n g  
c o n c e p t s  o f  b e h a v i o r  o r  p o s t u l a t e s  a r e  s u b o r d i n a t e  t o  s o c i a l  p o s t u ­
l a t e s  . "24
An a p p ro a c h  t o  t h e  f o r m u l a t i o n  o f  such  b a s i c  c o n c e p t i o n s  or  
p o s t u l a t e s  i s  t h r o u g h  a c o o r d i n a t e d  a n a l y s i s  and u n d e r s t a n d i n g  o f  
ch a n g in g  s o c i a l  p a t t e r n s ,  modes,  c u s to m s ,  v a l u e s ,  e t c .  Th i s  i s  in  
r e c o g n i t i o n  o f  t h e  f a c t  t h a t  t h e  d e s i r e  o f  s o c i e t y  govern  t h e  a c t i o n s  
o f  a l l  g roups  o r  i n s t i t u t i o n s  f u n c t i o n i n g  w i t h i n  s o c i e t y .  I n  e f f e c t ,  
a b e h a v i o r  which  i s  i n c o n s i s t e n t  w i t h  t h e  d e s i r e s  o f  s o c i e t y  has  t o  be 
e i t h e r  abandoned o r  m o d i f i e d .  M oreover ,  th e  whole p r o c e s s  w i l l  r e s u l t  
in  s e e k i n g  and i d e n t i f y i n g  th e  needs  o f  s o c i e t y  r a t h e r  t h a n  h av in g  
s o c i e t y  s e e k s  o u t  what  t h e  p r o f e s s i o n  can  o f f e r .  These p o s t u l a t e s  
s h a l l  be t h e  b a s i s  f o r  a s o c i a l l y - o r i e n t e d  a c c o u n t i n g  p h i l o s o p h y  
which  w i l l  be d i s c u s s e d  in  t h e  s u c c e e d i n g  c h a p t e r .
The A c c o u n t in g  C h a l l e n g e  i n  P e r s p e c t i v e
The r e a l  c h a l l e n g e  to  a c c o u n t a n t s  posed  by th e  c o n c e p t  o f  
s o c i a l  r e s p o n s i b i l i t y  i s  c h a n g e .  A c c o u n t in g  does  n o t  e x i s t  i n  a 
vacuum; i t  i s  an i n t e g r a l  p a r t  o f  a r a p i d l y  c h a n g i n g  s o c i e t y  and a l l  
i t s  s o c io - e c o n o m ic  a c t i v i t i e s .  C o n s e q u e n t l y ,  s t a g n a n c e  i s  a lu x u ry  
f o r  t h e  p r o f e s s i o n .  As Roy and M acN ei l l  p u t  i t :  "he / t h e  acc o u n tan j f /  
must be p r e p a r e d  to  grow w i t h  c h a n g i n g  c o n d i t i o n s  and i d e a s . 25 RUt
24jiubbard ,  op .  c i t . . p .  11.
25Rober t  H. Roy and James A. M a c N e i l l ,  " H or izons  f o r  a P r o ­
f e s s i o n :  The Common Body of  Knowledge f o r  CPAs," The J o u r n a l  o f  
A c c o u n ta n c y . Vol.  CXXU (S ep tem b er ,  1966) ,  p.  44 .
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u n t i l  t o d a y ,  a c c o u n t a n t s  a r e  s t i l l  d e b a t i n g  s uch  c o n c e p t  as  t r u t h ,  
o b j e c t i v i t y ,  c o n s e r v a t i s m ,  v e r f i a b i l i t y  and o t h e r  c o n c e p t s  i d e n t i f i e d  
w i t h  q u a n t i t a t i v e  d a t a ,  w h i l e  t h e  r e a l  p rob lem s  t h a t  s h o u ld  be f ace d  
have a l r e a d y  gone f a r  beyond t h e s e  c o n c e p t s  b e i n g  d e b a t e d  upon.
R o b e r t  T rueb lood  lam en ts  t h e  t e n d e n c y  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n  to  push  i t s  t r a d i t i o n a l  a f f i n i t y  toward  o b s o l u t i s m  t o  e x c e s s .  
He added t h a t  " a l t h o u g h  t h e  g o a l s  o f  a c c o u n t i n g  a r e  h i g h l y  r e l e v a n t  in  
ou r  t i m e ,  t r a d i t i o n a l  a c c o u n t i n g  has d e c l i n e d  in  r e l e v a n c e  t o  con tem­
p o r a r y  n e e d s . 26
The f e e l i n g  i s  p e r v a s i v e  n o t  o n ly  in  t h e  a c c o u n t i n g  
p r o f e s s i o n  b u t  a l s o  in  o t h e r  d i s c i p l i n e s  which  a r e  kn o w led g ea b le  o f  
t h e  u t i l i t y  o f  a c c o u n t i n g  in  b road  p e r s p e c t i v e .  The i n t e r n a t i o n a l l y  
known e c o n o m i s t ,  A do l f  J .  H. En thoven ,  who have worked w i t h  t h e  p r o b ­
lems o f  d e v e l o p i n g  economies  c o n c u r s  w i t h  T r u e b l o o d :
Moving a c c o u n ta n c y  o u t  o f  i t s  p r e s e n t  n a r ro w  dogmat ic  
s p h e r e  o f  o p e r a t i o n  toward  a more e f f e c t i v e  s o c i o ­
economic deve lopm en t  f u n c t i o n  w i l l  be a s low  and p e rh a p s  
a r a t h e r  t e d i o u s  t a s k ;  b u t  i f  t h i s  o b j e c t i v e  i s  n o t  
p u r s u e d ,  o t h e r  d i s c i p l i n e s  may s t a r t  f i l l i n g  t h e  e c o -  
a c c o u n ta n c y  needs  and t h e  a c c o u n ta n c y  may become to o  
i m p o r t a n t  t o  be l e f t  t o  a c c o u n t a n t s .27
J u s t  a s  c o r p o r a t i o n s  a r e  h a v in g  p rob lem s  in  d e a l i n g  w i th  
t h e i r  w id e n in g  s o c i a l  r o l e  under  t h e  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  
c o n c e p t ,  t h e  a c c o u n t a n t s  a r e  d i v i d e d  as  t o  how t h e i r  a c t i v e  s o c i a l  
r o l e  s h a l l  be c a r r i e d  o u t .  Bowen's  s t u d y  i n d i c a t e s  t h a t  s t a l w a r t s
26"Statem ent  in  Q uotes :  Don 't  Be Too S u r e , "  The J o u r n a l  o f  
A c c o u n t a n c y , Vol.  CXXX1II ( F e b r u a r y ,  1972) ,  p .  61.
27Adolf  J .  H. En thoven ,  "Accountancy  f o r  Economic D ev e lo p ­
m e n t , "  The A u s t r a l i a n  A c c o u n t a n t , Vol.  XL ( J u n e ,  1 970 ) ,  p .  239.
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i n  t h e  p r o f e s s i o n  l i k e  M aur ice  M oon i tz ,  A. C. L i t t l e t o n ,  and W i l l i a m
P a to n  f a v o r  t h e  in vo lvem en t  o f  a c c o u n t a n t s  i n  s o c i a l  c o n c e r n s  as
i n d i v i d u a l s  r a t h e r  th a n  th e  a c c o u n t i n g  p r o f e s s i o n  i t s e l f . M a c N e i l l
i n d i c a t e d  t h a t  t h e  s tu d y  group t h a t  p a r t i c i p a t e d  i n  t h e  s e m in a r
" P u b l i c  A c c o u n t in g  - 1980" s p o n s o re d  by t h e  C a l i f o r n i a  C e r t i f i e d  P u b l i c
A c c o u n ta n t s  f o r  E d u c a t io n  and R e s e a rc h  i n  1971, b e l i e v e s  t h a t  s o c i a l
c o n s c i o u s n e s s  s h o u ld  be p r a c t i c e d  by i n d i v i d u a l  C P A s . ^  P r o f e s s o r
Mooni tz  sums up h i s  f e e l i n g s  in  h i s  l e t t e r  t o  Bowen:
To sum up,  I s t r o n g l y  b e l i e v e  t h a t  we s h o u ld  become 
in v o l v e d  as  c i t i z e n s  i n t e r e s t e d  in  im prov ing  o u r  s o c i e t y .
I  a l s o  b e l i e v e  t h a t  t h e  p r o f e s s i o n s ,  a s  p r e s e n t l y  c o n s ­
t i t u t e d ,  a r e  po o r  v e h i c l e s  f o r  s o c i a l  a c t i o n ,  and a r e  
l i m i t e d  in  what  th e y  can  do;  t h e r e f o r e ,  in  what  th e y  
s h o u ld  t r y  t o  d o .  I f  we need new o r g a n s  o f  s o c i a l  a c t i o n ,  
and I  f e e l  we d o ,  t h e n  l e t  us f o r g e  them, and n o t  t r y  t o  
make do w i t h  g roups  whose " m i s s i o n , "  i f  you w i l l ,  i s
d i f f e r e n t . 30
The i n d i v i d u a l  b a s i s  a p p ro a c h  s u g g e s t e d  above  may n o t  be th e  
l o g i c a l  way o f  g e t t i n g  in v o l v e d  n o t  o n ly  b e c a u se  o f  the  n a r ro w  l i m i t s  
o f  i n d i v i d u a l  a c t i o n  b u t  a l s o  b e c a u s e  o f  t h e  c o m p l e x i t y  o f  t h e  p r o b ­
lem. The p r o f e s s i o n a l  o r g a n i z a t i o n s ,  l i k e  t h e  Amer ican  I n s t i t u t e  
o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  t h e  N a t i o n a l  A s s o c i a t i o n  o f  
A c c o u n ta n t s  or  t h e  Amer ican  A c c o u n t in g  A s s o c i a t i o n ,  have t h e  
r e s o u r c e s  in  te rm s  o f  e x p e r t i s e  and f i n a n c e s .  A c o o r d i n a t e d  and 
u n i f i e d  a p p ro a c h  t o  in v o lv em en t  would be more e f f i c i e n t  and e f f e c t i v e .
Bowen, pp .  c i t . . pp .  53-57 .
29M a c N e i l l ,  '*The Image o f  t h e  P r o f e s s i o n  in  1 9 8 0 , "  op.  c i t . ,
p. 6 2 .
30T. «I b i d . ,  p.  56.
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Summary
The s o c i a l  c o n t r i b u t i o n  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  has 
a lways  been pe r fo rm e d  i n d i r e c t l y ,  t h a t  i s ,  s o c i e t y  i s  b e n e f i t e d  
b e c a u s e  whenever t h e  a c c o u n t a n t  h e l p s  a c l i e n t  s u r v i v e  c o m p e t i t i o n  
in  t h e  m a r k e t p l a c e ,  induce  in v e s t m e n t  by a d d in g  c r e d i b i l i t y  to  t h e  
f i n a n c i a l  s t a t e m e n t s ,  r e n d e r  management a d v i c e  which  r e s u l t ,  i n  
g r e a t e r  p r o f i t s ,  e t c . ,  t h e  a c c o u n t a n t  i s  d o in g  a g r e a t  s e r v i c e  to  
s o c i e t y .  R e c e n t l y ,  w i t h  the  a d v e n t  o f  t h e  c o r p o r a t e  s o c i a l  r e s p o n ­
s i b i l i t y  c o n c e p t ,  t h i s  p a s s i v e  r o l e  has  been  t r a n s f o r m e d  i n t o  a 
d i r e c t  o r  a c t i v e  invo lv em en t  in  s o c i a l  i s s u e s  such  as a i d  t o  s m a l l  
b u s i n e s s ,  r e c r u i t i n g  and t r a i n i n g  o f  m i n o r i t i e s ,  e d u c a t i o n  o f  
m i n o r i t i e s ,  d e v e l o p i n g  measurements  f o r  s o c i a l  p ro g ram s ,  e t c .
But t h e  p r o f e s s i o n ' s  d i r e c t  i n v o lv e m e n t  in  s o c i a l  i s s u e s  
i s  n o t  a t  a l l  a u n i s o n  th o u g h t  and f e e l i n g  o f  a l l  t h e  a c c o u n t a n t s .  
Some l i k e  P r o f e s s o r  W. Pa ton  t h i n k s  t h a t  p u b l i c  or  s o c i a l  s e r v i c e  
i s  n o n s e n s e ,  f o r  th e  a c c o u n t a n t ' s  f u n c t i o n  i s  t o  p r o v i d e  t h e  b e s t  
p o s s i b l e  s e r v i c e  t o  h i s  s p e c i f i c  c l i e n t s .  The m a j o r i t y  however,  
s u s t a i n s  t h e  s o - c a l l e d  s o c i a l  r e s p o n s i b i l i t y  o f  t h e  a c c o u n t a n t s .
A d e f i n i t i o n  o f  the  a c c o u n t a n t ' s  s o c i a l  r e s p o n s i b i l i t y  
has  been o f f e r e d .  On a c o n c e p t u a l  or  p h i l o s o p h i c a l  b a s i s ,  t h e  
c o n c e p t  i s  d e f i n e d  as  encom pass ing  t h o s e  a c t i o n s  and a c t u a t i o n s  
o f  t h e  p r o f e s s i o n  which a r e  d i r e c t l y  o r  i n d i r e c t l y  i n t e n d e d  to  
p e r p e t u a t e  i t s e l f .  P e r p e t u a t i o n  o f  t h e  p r o f e s s i o n  r e q u i r e s  t h e  
s a t i s f a c t i o n  o f  d u a l  m o t iv e s ;  economic and s o c i a l .  The former  
i s  s a t i s f i e d  bv s e r v i n g  i t s  c l i e n t s  a c c o r d i n g  to  th e  b e s t  i d e a l s  
and s t a n d a r d s  o f  the  p r o f e s s i o n .  The s o c i a l  mot ive  i s  a c c o m p l i sh e d
by a c c e p t i n g  a b e h a v i o r  which i s  c o n s i s t e n t  w i t h  t h e  c u r r e n t  needs  
o f  s o c i e t y .
The p h i l o s o p h i c a l  a s p e c t  o f  t h e  d e f i n i t i o n  i s  t h a t  i t  
r e q u i r e s  t h a t  t h e  a c c o u n t a n t ' s  p r im a ry  l o y a l t y  and r e s p o n s i b i l i t y  
i s  towards  h i s  p r o f e s s i o n .  By so d o i n g ,  t h e  economic and s o c i a l  
m o t iv e s  o f  t h e  p r o f e s s i o n  a r e  s a t i s f i e d ,  thus  i t s  p e r p e t u a t i o n  
i s  a c c o m p l i s h e d .
On t h e  o t h e r  han d ,  Linowes p r o v i d e s  an o p e r a t i o n a l  
d e f i n i t i o n  o f  t h e  p r o f e s s i o n ' s  s o c i a l  r e s p o n s i b i l i t y .  These  t h r e e  
l e v e l s  a r e  summarized i n  (1)  s e r v i c e  to  c l i e n t s ,  (2)  e x pand ing  i t s  
f u n c t i o n  and (3)  r e s p o n s i b i l i t y  o f  an e d u c a t e d  g roup t o  i t s  n a t i o n  
and s o c i e t y .
To r e i n f o r c e  t h e  c a s e  f o r  a d i r e c t  in v o lv e m e n t  i n  s o c i a l  
c o n c e r n s  a s o c i a l  p r o f i l e  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  and th e  
a c c o u n t a n t  has been p o r t r a y e d .  S t r e s s e d  i n  t h e  p r o f e s s i o n ' s  s o c i a l  
p r o f i l e  i s  t h e  f a c t  t h a t  as  a s o c i a l  i n s t i t u t i o n ,  t h e  a c c o u n t i n g  
p r o f e s s i o n  i s  a p a r t  o f  a s o c i a l  p r o c e s s ,  and t h e r e f o r e ,  i t  i s  a 
c r e a t u r e  o f  s o c i e t v .  I t  t h r i v e s  beca use  i t  s a t i s f i e s  th e  needs  o f  
s o c i e t v .  Any d e f a u l t  i n  t h i s  r e s p e c t  would d i m i n i s h  t h e  p r o f e s s i o n '  
i m p o r t a n c e ,  and by t h e  same s o c i a l  p r o c e s s  t h a t  c r e a t e d  i t ,  t h e  
p r o f e s s i o n  would be r e p l a c e d  by a new i n s t i t u t i o n  which i s  more 
r e s p o n s i v e  to  t h e  needs  o f  s o c i e t y .
Emphasized in  the  s o c i a l  p r o f i l e  o f  t h e  p r o f e s s i o n a l  
a c c o u n t a n t  i s  t h e  c a l l  f o r  g r e a t e r  a s s e r t i o n  o f  i t s  im p o r ta n c e  in  
p ro m o t in g  b u s i n e s s  j u s t i c e ,  and c o n s e q u e n t l y ,  s o c i a l  and economic 
j u s t i c e .  As a member o f  s o c i e t y ,  the  a c c o u n t a n t  has an i n t e r e s t  in
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t h e  w e l l - b e i n g  o f  t h e  community and t h e  c o u n t r y  as  a w ho le .
The i n t e r p r e t a t i o n  o f  t h e  s o c i a l  r e s p o n s i b i l i t y  o f  t h e  
a c c o u n t a n t s  has  t o  be b r o a d e n e d .  As a s t a r t ,  a b a s i c  c o n c e p t i o n  
o r  a s o c i a l  p o s t u l a t e  has  t o  be f o r m u l a t e d  t o  s e r v e  as  t h e  b a s i s  
f o r  d e t e r m i n i n g  th e  f u t u r e  r o l e  o f  t h e  p r o f e s s i o n .  C o n s e q u e n t l y ,  
such  p o s t u l a t e s  s h a l l  be th e  f o u n d a t i o n  o f  a s o c i a l l y - o r i e n t e d  
a c c o u n t i n g  p h i l o s o p h y .
C on c lu d in g  Note to  P a r t  I ;  A Note t o  P a r t  I I
The i n t e r a c t i o n  amongst  t h e  s o c i e t y ,  t h e  c o r p o r a t i o n  and 
t h e  a c c o u n t i n g  p r o f e s s i o n  as d e p i c t e d  i n  F i g u r e  I  has  been  d i s c u s s e d  
in  P a r t  I .  T h i s  i n t e r a c t i o n  c r e a t e s  a c h a n g in g  and a dynamic 
env i ro n m en t  f o r  a c c o u n t i n g .
To be r e s p o n s i v e  t o  t h i s  e n v i r o n m e n t ,  t h e  a c c o u n t i n g  
p r o f e s s i o n  has t o  f o r m u l a t e  an a c c o u n t i n g  p h i l o s o p h y  which i s  
c o n s i s t e n t  w i t h  t h e  modes,  c u s to m s ,  v a l u e s ,  a t t i t u d e s ,  e t c . ,  o f  
s o c i e t y ,  and upon which  an a c c o u n t i n g  o b j e c t i v e  can  be d e v e l o p e d .
Such an a c c o u n t i n g  o b j e c t i v e  s h a l l ,  i n  t u r n ,  be t h e  b a s i s  f o r  t h e  
e s t a b l i s h m e n t  o f  sound a c c o u n t i n g  p r i n c i p l e s  and t h e  r e l a t e d  s t a n d a r d s  
and p r o c e d u r e s .
P a r t  I I  w i l l  d i s c u s s  (1) t h e  f ramework f o r  f o r m u l a t i n g  a 
s o c i a l l y - o r i e n t e d  a c c o u n t i n g  p h i l o s o p h y  r e f e r r e d  t o  above and 
(2) a me thodology f o r  i d e n t i f y i n g  and r e p o r t i n g  th e  c o s t  o f  
s o c i a l l y - r e l e v a n t  programs o f  a b u s i n e s s  e n t e r p r i s e  v i a  t h e  
t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  models  o f  th e  a c c o u n t a n t .
PART I I
THE ACCOUNTING ASPECTS OF CORPORATE 
SOCIAL RESPONSIBILITY
The c h a n g in g  and dynamic e n v i ro n m e n t  o f  a c c o u n t i n g  
d i s c u s s e d  i n  P a r t  I  has  a f a r - r e a c h i n g  i m p l i c a t i o n  f o r  th e  
a c c o u n t i n g  p r o f e s s i o n .  While t h e  im p o r ta n c e  o f  t h e  p r o f e s s i o n  
has  r e a c h e d  new l e v e l s  and h o r i z o n s ,  t r a d i t i o n a l  a c c o u n t i n g  has  
d e c l i n e d  i n  r e l e v a n c e .  The r e a s o n  i s  t h a t  t h e  a c c o u n t i n g  
p r o f e s s i o n  chose  t o  r e t a i n  t h e  dogm a t ic  s i g n i f i c a n c e  o f  t r a d i ­
t i o n a l  c o n c e p t s  which  makes i t  u n r e s p o n s i v e  t o  i t s  dynamic e n v i ­
ronm en t .
Of c o n c e r n  to  t h i s  s t u d y  i s  t h e  i m p l i c a t i o n  o f  t h i s
c h a n g in g  e n v i ro n m e n t  t o  b o th  t h e  p r a c t i c a l  and t h e  t h e o r e t i c a l
s t r u c t u r e  o f  t h e  a c c o u n t i n g  d i s c i p l i n e .  While t h e  l i t e r a t u r e  i s
r e p l e t e  w i t h  s c h o l a r l y  e x p o s i t i o n s  on t h e  dynamic n a t u r e  o f  th e
a c c o u n t i n g  p r o f e s s i o n ,  t h e  r e c o r d  shows t h a t  t h e s e  e x p o s i t i o n s  a r e
b u t  e x h o r t a t i o n  t o  a d a p t  t o  ch an g e .  A d a p t a t i o n ,  however,  a p p e a r s
t o  be a s low  and a p a i n f u l  p r o c e s s  f o r  t h e  p r o f e s s i o n .  A keen
o b s e r v e r  would n o t  miss  t h e  f a c t  t h a t  t h e  i n f o r m a t i o n  p r o v id e d
by th e  a c c o u n t a n t s  based  on t r a d i t i o n a l  c o n c e p t s  a r e  e x t r e m e l y
i n a d e q u a t e  t o  s a t i s f y  th e  i n f o r m a t i o n a l  needs  o f  t h e  p e r c e i v e d
u s e r s  o f  a c c o u n t i n g  d a t a .  T h e r e f o r e ,  t h e r e  i s  a need t o  reex a m in e
t h e  d i r e c t i o n  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  on b o th  th e  t h e o r e t i c a l
119
1 2 0
and t h e  a p p l i e d  p l a n e .  I n  t h i s  c r i t i c a l  r e e v a l u a t i o n ,  a c c o u n t i n g  
t h e o r i s t s  have  t o  e x p l o r e  t h e  c a u s e s  and t h e  c i r c u m s t a n c e s  a s  t o  
why t h e  a c c o u n t i n g  p r o f e s s i o n  i s  s lo w  in  r e c o g n i z i n g  and i n  im p le ­
m e n t ing  t h e  e f f e c t s  o f  i t s  c h a n g in g  e n v i ro n m e n t .  L i k e w i s e ,  new 
d i r e c t i o n  has t o  be s e a r c h e d  so  t h a t  t h e  t ime frame be tween  r e c o g ­
n i t i o n  and a d a p t a t i o n  t o  changes  i n  t h e  a c c o u n t i n g  e n v i ro n m en t  
c o u ld  be r e d u c e d .  Th is  a s p e c t  o f  t h e  p ro b lem  w i l l  be e x p l o r e d  in  
C h a p t e r  IV.
On t h e  p r a c t i c a l  a s p e c t s  o f  t h i s  a n a l y s i s ,  a c c o u n t i n g  
t h i n k e r s  have to  f i n d  a m e thodo logy  so  t h a t  t h e s e  changes  c o u l d  be 
r e f l e c t e d  i n  t h e  i n f o r m a t i o n  p r o v i d e d  t o  t h e  u s e r s  o f  a c c o u n t i n g  
r e p o r t s  w i t h  a s h o r t e r  t im e  l a g .  Th i s  w i l l  be a t t e m p t e d  in  
C h a p t e r  V.
CHAPTER IV
A FRAMEWORK FOR A CONTEMPORARY 
ACCOUNTING THEORY
I n  P a r t  I ,  t h e  p e r v a s i v e  s o c i a l  o r d e r  which  r e s u l t e d  from 
t h e  dynamic i n t e r a c t i o n  among t h e  s o c i e t y  segm en ts  has  been  d i s c u s s e d .  
U n d e r s co red  in  t h e  d i s c u s s i o n  i s  t h e  f a c t  t h a t  t h e  a c t i v i t i e s  o f  
s o c i a l  i n s t i t u t i o n s  a r e  u n d e r  s c r u t i n y ,  and s o c i e t y  demands from 
t h e s e  i n s t i t u t i o n s  in v o lv e m e n t  i n  p ro m o t in g  and i n  a c h i e v i n g  s o c i a l  
g o a l s .
The a c c o u n t i n g  p r o f e s s i o n ,  b e i n g  a s o c i a l  i n s t i t u t i o n ,  d id  
n o t  e s c a p e  from t h i s  s c r u t i n y .  S o c i e t y  i s  no l o n g e r  c o n t e n t  w i t h  
t h e  t r a d i t i o n a l  i n d i r e c t  r o l e  o r  c o n t r i b u t i o n  o f  t h e  p r o f e s s i o n ;  
a more d i r e c t  o r  o v e r t  r o l e  i s  demanded from th e  a c c o u n t a n t s  today  
t o  h e l p  promote  such  s o c i a l  g o a l s .  But th e  r e c o r d  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n  i s  n o t  e n c o u r a g i n g .  I t s  main f u n c t i o n  o f  p r o v i d i n g  a 
com m unica t ion  medium between th e  c o r p o r a t i o n  and i t s  c o n s t i t u e n t s  i s  
j e o p a r d i z e d  by th e  f a c t  t h a t  t h e  i n f o r m a t i o n  c o n t e n t  o f  th e  
a c c o u n t a n t ' s  r e p o r t i n g  model i s  i n a d e q u a t e  t o  cope w i t h  t h e  r e q u i r e ­
ments  o f  i t s  u s e r s .  Ev idence  to  s u p p o r t  t h i s  a s s e r t i o n  i s  n o t  hard  
t o  f i n d .  In  r e c e n t  v e a r s , r e s e a r c h  g roups  have s p r o u t e d  in  d i f f e ­
r e n t  p a r t s  o f  the  b u s i n e s s  community s e l l i n g ,  in  many r e s p e c t s ,  
i d e n t i c a l  d a t a  which cou ld  r e a d i l y  be p r o v id e d  bv th e  a c c o u n t i n g
p r o f e s s i o n  as a r e s u l t  o f  i t s  t r a d i t i o n a l  f u n c t i o n .
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Of i n t e r e s t  t o  t h i s  p o r t i o n  o f  t h e  i n q u i r y  i s  t h e  i n t r i g u i n g  
c a u s e s  and c i r c u m s t a n c e s  w hich  h i n d e r  t h e  a c c o u n t i n g  p r o f e s s i o n  from 
r e c o g n i z i n g  and r e s p o n d i n g  t o  t h e  newdemands t h r u s t  upon i t  by t h e  
c o r p o r a t e  c o n s t i t u e n c i e s .  The d i s c u s s i o n  w i l l  b e g i n  by a n a l y z i n g  
t h e  d i r e c t i o n  upon which th e  t h e o r e t i c a l  f o u n d a t i o n s  o f  a c c o u n t i n g  
have been f o r m u l a t e d ,  and c o n s e q u e n t l y ,  o f f e r  c e r t a i n  e x p l a n a t i o n s  
as  t o  t h e  main d e v i a t i o n  be tween a c t u a l  and i n t e n d e d  r e s u l t s .  Th is  
a n a l y s i s  w i l l  focus  on t h e  works o f  t h e  Amer ican  A cco u n t in g  A sso ­
c i a t i o n ,  the  American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n ta n t s  
and o t h e r  i m p o r t a n t  w r i t i n g s  on th e  s u b j e c t .  To remedy any 
d e f i c i e n c y ( s ) , t h i s  i n q u i r y  w i l l  o f f e r  a f ramework upon which a 
c o n te m p o ra ry  a c c o u n t i n g  t h e o r y  may be f o r m u l a t e d .  A d d i t i o n a l l y ,  a 
m e thodology  f o r  a c h i e v i n g  t h i s  o b j e c t i v e  w i l l  be o f f e r e d .
I .  THE FOUNDATION OF ACCOUNTING:
A PERSPECTIVE
A b r i e f  r e v i e w  o f  t h e  works o f  w e l l -know n  a c c o u n t i n g  
t h i n k e r s  w i l l  p r o v i d e  an u n d e r s t a n d i n g  of  t h e  f o u n d a t i o n  upon which 
a c c o u n t i n g  has  been b u i l t .  T h i s  u n d e r s t a n d i n g  i s  v i t a l  in  the  
r e t h i n k i n g  p r o c e s s  o f  t h e  p r o f e s s i o n  i n  d e f i n i n g  th e  co n tem pora ry  
p e r s p e c t i v e  o f  a c c o u n t i n g  in  i t s  p r e s e n t  e n v i r o n m e n t ,  and in  i t s  
p r e s e n t  p l a c e  o f  a c c o u n t i n g  in  t h e  s o c i e t y  a t  l a r g e .  The suc renH tno  
p a r a g r a p h s  w i l l  a c c o m p l i s h  t h i s  o b j e c t i v e .
The S o c i a l  R o le  o f  t h e  A c c o u n t in g  P r o f e s s i o n
The r e c o g n i t i o n  o f  th e  s o c i e t a l  s i g n i f i c a n c e  o f  the
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a c c o u n t i n g  p r o f e s s i o n  i s  n o t  n o v e l . ^  As e a r l y  as  1939,  t h e
A cco u n t in g  R e s e a rc h  B u l l e t i n  No. 1 o f  t h e  Amer ican  I n s t i t u t e
o f  C e r t i f i e d  P u b l i c  A c c o u n ta n t s  has  t h i s  t o  s a y :
The Committee r e g a r d s  c o r p o r a t i o n  a c c o u n t i n g  as one 
p h as e  o f  t h e  w ork ing  o f  t h e  c o r p o r a t e  o r g a n i z a t i o n  
o f  b u s i n e s s ,  which in  t u r n  i t  views as  a mach ine ry  
c r e a t e d  by t h e  p e o p l e  i n  t h e  b e l i e f  t h a t ,  b r o a d l y  
s p e a k i n g ,  i t  w i l l  s e r v e  a u s e f u l  s o c i a l  p u r p o s e .
The t e s t  o f  t h e  c o r p o r a t e  s y s t e m  and o f  t h e  s p e c i a l  
p h as e  o f  i t  r e p r e s e n t e d  by c o r p o r a t e  a c c o u n t i n g  
l i e s  in  t h e  r e s u l t s  which  a r e  p r o d u c e d .  These 
r e s u l t s  must  be judged from t h e  s t a n d p o i n t  o f  s o c i e t y  
as  a  whole  - -  n o t  from t h a t  o f  any one g roup  o f  i n t e ­
r e s t e d  p a r t i e s .^  (Emphasis  a d d e d ) .
I n  1940,  P r o f e s s o r s  P a ton  and L i t t l e t o n  e x p r e s s e d  th e
f e e l i n g s  o f ,  p e r h a p s ,  most  o f  t h e  members o f  t h e  Amer ican  A c c o u n t in g
A s s o c i a t i o n .  They c o n t e n d :
I n  a c h a n g in g  economy, a c c o u n t i n g  has been u n d e rg o in g  
a change .  From a c o n v e n i e n t  m e c h a n ic a l  d e v i c e ,  
p r i v a t e l y  a p p l i e d  t o  th e  measurement o f  t h e  s t a t u s  
and r e s u l t s  o f  a b u s i n e s s  e n t e r p r i s e ,  i t  has grown 
i n t o  an i m p o r t a n t  medium f o r  th e  p u b l i c  e x p r e s s i o n  
o f  the  im p o r t a n t  f a c t s  a b o u t  o u r  v a s t  and complex 
com merc ia l  and i n d u s t r i a l  s o c i e t y .  Where the  
a c c o u n t a n t  once  was c o n c e rn e d  m e re ly  w i t h  a s s i s t i n g  
t h e  owners o f  a b u s i n e s s  to  e v a l u a t e  i t s  o p e r a t i o n s
1
The l i t e r a t u r e  on t h i s  s u b j e c t  i s  p l e n t i f u l .  As i n d i c a t e d  
e a r l i e r ,  the  a n a l y s i s  w i l l  focus  on t h e  a c t i v i t i e s  o f  t h e  Amer ican  
A cco u n t in g  A s s o c i a t i o n ,  American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  
A c c o u n ta n t s  ( h e r e i n a f t e r  r e f e r r e d  t o  a s  AICPA), and o t h e r  s i g n i f i c a n t  
a c c o u n t i n g  a u t h o r s .  I t  s h o u ld  be n o te d  t h a t  a d e t a i l e d  d i s c u s s i o n  o f  
t h i s  m a t t e r  has been made in  C h a p t e r  I I I  o f  t h i s  s t u d y .
2
Quoted from A c c o u n t in g  R e s e a rc h  B u l l e t i n  No. 1 i s s u e d  by th e  
AICPA in  1939 i n c o r p o r a t e d  i n t o  A c c o u n t in g  R e s e a r c h  B u l l e t i n  No. 43 
i s s u e d  i n  1953.  See AICPA, Committees  on A c c o u n t in g  P r o c e d u re  and 
A cco u n t in g  T e rm ino logy ,  A ccoun t ing  R e s e a rc h  and Term ino logy  B u l l e t i n s . 
F i n a l  E d i t i o n  (New York: American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c
A c c o u n t a n t s ,  1961) ,  p .  7.
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i n  money t e r m s , he now must  r e c o g n i z e  a b ro ad  s o c i a l  
r e s p o n s i b i l i t y . ^  (Emphasis  a d d e d ) .
I n  l a t e r  y e a r s ,  n o te d  i n d i v i d u a l  w r i t e r s  e x p r e s s e d  a
s i m i l a r  v iew.  I n  1948,  P au l  Grady a s s e r t s :
P r i d e  i n  our  p r o f e s s i o n ,  i f  d i r e c t e d  i n t o  p r o p e r  
c h a n n e l s ,  . . .  must  c a u s e  upon us t h e  f u l l  r e s p o n ­
s i b i l i t y  f o r  m e e t i n g  t h e  c h a l l e n g e s  t o  a c c o u n t i n g  
t o  expand h i s  u s e f u l n e s s  t o  s o c i e t y  in  ou r  own 
g e n e r a t i o n  . . . .  F a i t h f u l  s e r v i c e  t o  s o c i e t y ,  o f  
c o u r s e ,  embraces  t h e  c o n t i n u o u s  im provements  o f
th e  v a r i o u s  p u r p o s e s  and f u n c t i o n s  o f  a c c o u n t i n g  
. . .  .4
S ubsequen t  works o f  t h e  Amer ican  I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c c o u n ta n t s  in  t h e  e a r l y  s i x t i e s  a r t i c u l a t e  s i m i l a r  views 
c o n c e r n i n g  t h e  s o c i a l  r o l e  o f  t h e  a c c o u n t i n g  p r o f e s s i o n .  Two o f  
t h e s e  works a r e  n o t a b l e :  (1) A cc o u n t in g  R e s e a r c h  S tudy  No. 1 ^ 
and A cc o u n t in g  R e s e a rc h  S tudy No. 3 . ^  In  O c t o b e r ,  1970,  t h e  
P r i n c i p l e s  Board o f  t h e  I n s t i t u t e  i s s u e d  APB S t a t e m e n t  No. 4 .
W. A. P a to n  and A. C. L i t t l e t o n ,  An I n t r o d u c t i o n  t o  C o r ­
p o r a t e  A cc o u n t in g  S t a n d a r d s  (C h ic a g o :  Amer ican  A c c o u n t in g  A s s o c i a t i o n ,
1 9 4 0 ) ,  p . v .  Of c o u r s e ,  P r o f e s s o r  P a to n  seems t o  e n t e r t a i n  an o p p o s i t e  
v iew  in  l a t e r  y e a r s .  (See  W. A. P a t o n ,  "Earmarks  o f  a P r o f e s s i o n  
. . . "  op.  c i t . ) .
^ P a u l  Grady ,  "The I n c r e a s i n g  Emphasis  on A cc o u n t in g  as  a 
S o c i a l  F o r c e , "  S i g n i f i c a n t  A cc o u n t in g  E s s a y s . M aur ice  Moonitz and A.
C. L i t t l e t o n  e d s . (Englewood C l i f f s ,  New J e r s e y :  P r e n t i c e - H a 11,
I n c . ,  1965) ,  p .  46 .
^Maurice M oon i tz ,  The B a s ic  P o s t u l a t e s  o f  A c c o u n t i n g . 
A c c o u n t in g  R e s e a rc h  S tudy No. 1 (New York:  American I n s t i t u t e  o f
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1961) .
^Rober t  T. S p ro u se  and Maurice  M o o n i tz ,  A T e n t a t i v e  S e t  o f  
Broad A c c o u n t in g  P r i n c i p l e s  f o r  B u s in e s s  E n t e r p r i s e s , A c c o u n t in g  
R e s e a r c h  S tudy No. 3 (New York:  American I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1962) .
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P a r t  o f  t h e  e x p o s i t i o n  i n  t h i s  s t a t e m e n t  i s  a  r e i t e r a t i o n  o f  t h e
s o c i a l  r e l e v a n c e  o f  a c c o u n t i n g .  I t  s a y s :
The u s e r s  o f  f i n a n c i a l  a c c o u n t i n g  i n f o r m a t i o n  and e c o ­
nomic a c t i v i t y  i n  s o c i e t y  and i n  i n d i v i d u a l  b u s i n e s s  
e n t e r p r i s e s  a r e  a s p e c t s  o f  t h e  e n v i ro n m e n t  i m p o r t a n t  
to  an a n a l y s i s  o f  t h e  p rob lem s  o f  f i n a n c i a l  a c c o u n t i n g . ^
The works o f  t h e  Amer ican  A c c o u n t in g  A s s o c i a t i o n  s i n c e
g
1966 a f t e r  i t s  r e l e a s e  o f  A S ta t e m e n t  o f  B a s ic  A cc o u n t in g  t h e o r y  
r e a f f i r m s  t h e  e a r l i e r  s t a t e m e n t s  i n  t h i s  r e g a r d .  Committees  have 
been  formed by t h e  o r g a n i z a t i o n  t o  r e s e a r c h  on v a r i o u s  a s p e c t s  o f  
f i n a n c i a l  a c c o u n t i n g  and r e p o r t i n g .  The r e p o r t s  o f  t h e s e  co m m it tee s  
a r e  p u b l i s h e d  a n n u a l l y  as  a su p p le m e n t  t o  The A c c o u n t i n g  R ev iew .
The above c i t a t i o n s  p r o v i d e  us s u f f i c i e n t  e v i d e n c e  t h a t  
t h e  s o c i a l  r o l e  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  has a lways  been i n  t h e  
minds o f  ou r  a c c o u n t i n g  t h i n k e r s ,  w h e th e r  as i n d i v i d u a l s  or  as  
g r o u p s .  However, t h i s  e v i d e n c e  d i d  n o t  h e l p  us e x p l a i n  t h e  i n a d e ­
quacy o f  o u r  t r a d i t i o n a l  s e r v i c e .  P e r h a p s ,  a lo ok  a t  t h e  formu­
l a t i o n  o f  th e  o b j e c t i v e s  o f  a c c o u n t i n g  w i l l  p e r h a p s  g iv e  us an 
i n s i g h t  i n t o  t h e  p rob lem .
AICPA, A c c o u n t in g  P r i n c i p l e s  Board ,  " B a s ic  Concep ts  and 
A c c o u n t i n g  P r i n c i p l e s  f o r  B u s in e s s  E n t e r p r i s e s , "  APB S t a t e m e n t  
No. 4 ,  APB A c c o u n t in g  P r i n c i p l e s . O r i g i n a l  P ronouncem e n ts ,
V o l .  I I  (New York :  Amer ican  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t s )  , p a r .  . 1 7 ,  p .  9063.
8 .
American  A cc o u n t in g  A s s o c i a t i o n ,  The C oom i t te e  t o  P r e p a r e  
a  S t a t e m e n t  o f  B a s ic  A cc o u n t in g  T heo ry ,  A S ta t e m e n t  o f  B a s ic  
A c c o u n t i n g  Theory ( E v a n s to n ,  I l l i n o i s ,  American A c c o u n t in g  A s s o c i a ­
t i o n  , 1966).
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The O b j e c t i v e s  o f  A cco u n t in g
U n t i l  t o d a y ,  t h e  most  e l u s i v e  a s p e c t  o f  a c c o u n t i n g  i s
t h e  d e f i n i t i o n  o f  i t s  b a s i c  o b j e c t i v e s .  E a r l i e r  a t t e m p t s  t o  d e f i n e
such  o b j e c t i v e s  d i d  n o t  h e l p  much t o  c l a r i f y  t h e  s i t u a t i o n .  However,
w r i t e r s  a p p e a r  t o  be i n  ag reem en t  t h a t  t h e  o b j e c t i v e  o f  f i n a n c i a l
a c c o u n t i n g  i s  " t o  p r o v i d e  economic i n f o r m a t i o n  a b o u t  an e n t i t y  to
p e r m i t  u s e r s  t o  make in fo rm ed  d e c i s i o n s  l e a d i n g  t o  an  e f f e c t i v e
a l l o c a t i o n  o f  s c a r c e  r e s o u r c e s  and th e  acc om pl i shm en t  o f  t h e  o r g a -
9
n i z a t i o n ' s  g o a l s . "
The P r i n c i p l e s  Board o f  t h e  American I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n ta n t s  a g r e e s  w i t h  t h e  above d e f i n i t i o n ,  b u t  made a
q u a l i f i c a t i o n  s a y i n g  t h a t :
The o b j e c t i v e s  o f  f i n a n c i a l  a c c o u n t i n g  and f i n a n c i a l  
s t a t e m e n t s  a r e  a t  l e a s t  p a r t i a l l y  a c h i e v e d  a t  p r e s e n t ,  
a l t h o u g h  improvement i s  p r o b a b l y  p o s s i b l e  i n  c o n n e c t i o n  
w i t h  each  o f  them. C o n s t r a i n t s  on f u l l  a ch i e v e m e n t  
o f  t h e  o b j e c t i v e s  a r i s e  from (1) c o n f l i c t s  o f  o b j e c t i v e s ,
(2)  e n v i r o n m e n t a l  i n f l u e n c e s  and (3) l a c k  o f  co m p le te  
u n d e r s t a n d i n g  o f  t h e  o b j e c t i v e s .  10
The Committee t o  P r e p a r e  a S t a t e m e n t  o f  B a s i c  A c c o u n t in g
Theory o f  t h e  American A cc o u n t in g  A s s o c i a t i o n  has  expanded t h i s
d e f i n i t i o n  and made s p e c i f i c  m e n t io n  o f  th e  p u r p o s e s  upon which
a c c o u n t i n g  i n f o r m a t i o n  has  t o  be u s e d .  These p u r p o s e s  a r e :
9
H aro ld  <">. L a n g e n d e r f e r , "A C o n c e p tu a l  Framework f o r  F i n a n ­
c i a l  R e p o r t i n g , "  The J o u r n a l  o f  A c c o u n ta n c y . Vol.  CXXXVI ( J u l y ,  1973) ,  
p .  52.
10
AICPA, A cco u n t in g  P r i n c i p l e s  B oard ,  APB S ta t e m e n t  No. 4 ,  
o p . c i t . ,  p a r .  . 2 4 ,  p .  9064.
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1. Making d e c i s i o n s  c o n c e r n i n g  t h e  use  o f  l i m i t e d  
r e s o u r c e s ,  i n c l u d i n g  t h e  i d e n t i f i c a t i o n  o f  c r u c i a l  
d e c i s i o n  a r e a s ,  and d e t e r m i n a t i o n  o f  o b j e c t i v e s  
and g o a l s .
2.  E f f e c t i v e l y  d i r e c t i n g  and c o n t r o l l i n g  an o r g a n i ­
z a t i o n ' s  human and m a t e r i a l  r e s o u r c e s .
3.  M a i n t a i n i n g  and r e p o r t i n g  on th e  c u s t o d i a n s h i p  
o f  r e s o u r c e s .
4 .  F a c i l i t a t i n g  s o c i a l  f u n c t i o n s .
A p p a r e n t l y ,  t h i s  expanded o b j e c t i v e  d id  n o t  im pres s  c e r t a i n
s e c t o r s  o f  t h e  p r o f e s s i o n .  I n  1971,  t h e  Amer ican I n s t i t u t e  o f
12C e r t i f i e d  P u b l i c  A c c o u n ta n t s  commiss ioned  a S tudy  Group headed
by R o b e r t  T ru e b lo o d  t o  d e f i n e  t h e  o b j e c t i v e s  o f  f i n a n c i a l  s t a t e m e n t s .
Except  f o r  c e r t a i n  added o b j e c t i v e s ,  t h e  most s i g n i f i c a n t  o f  which
f o r  t h e  p u r p o s e  o f  t h i s  s tu d y  i s  " t o  r e p o r t  on th o s e  a c t i v i t i e s  o f
1 3t h e  e n t e r p r i s e  a f f e c t i n g  s o c i e t y , "  t h e  S tudy Group came o u t  
r e i t e r a t i n g  t h e  o b j e c t i v e s  o f  a c c o u n t i n g  s u g g e s t e d  in  e a r l i e r  
w r i t i n g s .  The S tudy Group,  however ,  r e c o g n i z e s  the  t e n t a t i v e n e s s  
o f  t h e s e  o b j e c t i v e s .  I t  u rg e s  t h e  p r o f e s s i o n  t o  c o n t i n u e  th e  d e v e l o p ­
ment o f  t h e s e  o b j e c t i v e s  f o r  they  " a r e  n o t  and s h o u ld  n o t  be s t a t i c . " ^
11
Amer ican  A cc o u n t in g  A s s o c i a t i o n ,  The Committee t o  P r e p a r e  a 
S t a t e m e n t  o f  B a s ic  A c c o u n t in g  T heo ry ,  op .  c i t . . p .  4 .
12
AICPA, A cco u n t in g  O b j e c t i v e s  S tudy Group,  O b j e c t i v e s  o f  
F i n a n c i a l  S t a t e m e n t s  (New York:  Amer ican  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1973).
13
i  h i  d . , p . 6 6 .
14
I b i d . , p.  5.
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The S o c i a l  R o l e ,  t h e  O b j e c t i v e s ,  and th e  
S t a t u s  o f  F i n a n c i a l  R e p o r t s
The b a s i c  c r i t i c i s m  a g a i n s t  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  
t h a t  t h e  t r a d i t i o n a l  i n f o r m a t i o n  i t  p r o v i d e s  has d e c l i n e d  i n  r e l e ­
v a n c e ,  and t o  some e x t e n t  o b s o l e t e .  E l l i o t t  warned us a b o u t  th e  
o b s o l e s c e n c e  o f  a c c o u n t i n g  as a r e s u l t  o f  r e c e n t  t e c h n o l o g i c a l  
s t r i d e s :
T echno logy  has  r e n d e r e d  a c c o u n t i n g  o b s o l e t e .  Recog­
n i t i o n  and a c c e p t a n c e  o f  t h i s  f a c t  a r e  n e c e s s a r y  i f  
a c c o u n t a n t s  a r e  t o  make m e a n in g fu l  c h a n g e ,  r a t h e r  
t h a n  f r i t t e r  away t h e i r  l i m i t e d  r e s o u r c e s  t r y i n g  to  
r e p a i r  th e  c r e a k i n g ,  s a g g i n g ,  o ld  machine .
P r o f e s s o r  N or ton  B e d f o r d ,  i n  h i s  l e c t u r e s  a t  t h e  U n i v e r s i t y
o f  E d i n b u r g h ,  u n d e r s c o r e s  t h e  need t o  expand ou r  c u r r e n t  a c c o u n t i n g
i n f o r m a t i o n  s y s t e m  t o  i n c l u d e  d a t a  on r e s o u r c e  w a s t e  and p o l l u t i o n :
One o f  t h e  o b v io u s  s i t u a t i o n s  i s  t h e  f a i l u r e  o f  t h e  
f i n a n c i a l  t r a n s a c t i o n  c o n c e p t  t o  d i s c l o s e  t h e  " s o c i a l  
c o s t s "  o f  economic a c t i v i t y .  The e n t i r e  c o n c e p t  o f  an 
a c c o u n t i n g  t r a n s a c t i o n  i s  now bound t o  t h e  n o t i o n  o f  a 
" p r i v a t e  c o s t . "  The r e s u l t  i s  t h a t  t h e  many s o c i a l  c o s t s  
in  t h e  form o f  p o l l u t e d  a i r ,  w a t e r ,  and s o i l ,  and a h o s t  
o f  e c o l o g i c a l  damages a r e  n o t  r e c o g n i z e d  by t h e  a c c o u n t i n g  
p r o c e s s .  To t h e  e x t e n t  t h a t  s o c i a l  c o s t s  d i d  no t  d i v e r g e  
s i g n i f i c a n t l y  from p r i v a t e  c o s t s ,  t h e  c l a s s i c a l  economic 
a s s u m p t i o n ,  r e s t r i c t i n g  t h e  a c c o u n t i n g  r e c o g n i t i o n  p o i n t  
t o  t r a n s a c t i o n s ,  was n o t  o f  g r e a t  c o n c e r n .  But as  s o c i a l  
c o s t s  and p r i v a t e  c o s t s  d i v e r g e ,  and t h e  e x t e n t  o f  e n v i ­
r o n m e n t a l  damage done by man, i n d i c a t e s  t h a t  t h e  d i v e r ­
gence  i s  o f  some m a g n i tu d e ,  t h e  t r a n s a c t i o n  c o n c e p t
becomes i n a d e q u a t e . ^
^ R o b e r t  K. E l l i o t t ,  "A c co u n t in g  in  t h e  T e c h n o l o g i c a l  A g e ,"  
The J o u r n a l  o f  A c c o u n ta n c y . Vol.  CXXXIV ( J u l y ,  1972) ,  p .  70.
^ B e d f o r d ,  op .  c i t . . pp .  2 4 -25 .
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A Wall  S t r e e t  f i n a n c i a l  w r i t e r ,  F r e d e r i c k  Andrews,  a f t e r
ex am in in g  t h e  in a d e q u a c y  o f  i n f o r m a t i o n  a v a i l a b l e  c o n c e r n i n g  c o r p o r a t e
s o c i a l  p e r fo rm a n c e  l a m e n t s :
. . .  t h e  a c c o u n t i n g  p r o f e s s i o n ,  which s e t s  t h e  r u l e s  by 
which  com panies  r e p o r t  t h e i r  f i n a n c i a l  r e s u l t s ,  has  so  
f a r  t a k e n  no s t e p s  t o  r e q u i r e  s o c i a l l y  r e l a t e d  d a t a  in  
r o u t i n e  c o r p o r a t e  r e p o r t s . 17
To o b t a i n  an u n d e r s t a n d i n g  a b o u t  t h e s e  c r i t i c i s m s ,  i t  i s  
i m p o r t a n t  t h a t  t h e y  be a n a l y z e d  i n  te rm s  o f  t h e  p e r c e i v e d  s o c i a l  r o l e  
o f  t h e  a c c o u n t i n g  p r o f e s s i o n  as  w e l l  as  i n  t e rm s  o f  t h e  s p e c i f i c  
o b j e c t i v e s  e x p l i c i t l y  d e f i n e d  t o  be a c h i e v e d .
F i r s t ,  t h e  s o c i a l  r o l e  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  as 
expounded by v a r i o u s  w r i t e r s  and th e  m a jo r  a c c o u n t i n g  o r g a n i z a t i o n s  
was b road  i n  s c o p e ,  however ,  t h e  s p e c i f i c  o b j e c t i v e s  were  n o t  b road  
enough  t o  a c c o m p l i s h  t h e  s o c i a l  g o a l  s e t  by t h e  p r o f e s s i o n .  I n  fo rmu­
l a t i n g  t h e  f o r e g o i n g  o b j e c t i v e s ,  i t  a p p e a r s  t h a t  t h e  a c c o u n t i n g  
p r o f e s s i o n  has u n c o n c i o u s l y  c o n c e n t r a t e d  i t s  e f f o r t s  t o  s a t i s f y  th e  
known and a c t i v e  u s e r s  o f  a c c o u n t i n g  d a t a .  These  c o n c e n t r a t e d  e f f o r t s  
make an a s s u m p t i o n  t h a t  t h e  a c c o u n t i n g  p r o f e s s i o n  knows e x a c t l y  th e  
u s e r s  o f  i t s  f i n a n c i a l  r e p o r t s ,  and t o  a g r e a t e r  e x t e n t ,  has  s a t i s f i e d  
t h e  needs  o f  such  u s e r s .  But t h e  f a c t  i s  t h a t ,  much has  t o  be known 
a b o u t  t h e  u s e r s  o f  a c c o u n t i n g  d a t a .  At p r e s e n t ,  t h e  l i t e r a t u r e  i s  
abundan t  w i t h  w r i t i n g s  p r o p o s i n g  t h a t  t h e  a c c o u n t a n t ' s  r e p o r t  has  to  
be d i r e c t e d  t o  a s p e c i f i c  u s e r .  L a t e s t  o f  t h e s e  works i s  a d o c t o r a l  
d i s s e r t a t i o n  a t  L o u i s i a n a  S t a t e  U n i v e r s i t y  p r o p o s i n g  t h a t  a c c o u n t i n g
^ F r e d e r i c k  Andrews,  "Changing Times:  P uzz led  Businessmen 
Ponder  New Methods o f  M easur ing  S u c c e s s , "  The Wall  S t r e e t  J o u r n a l . 
December 9,  1971,  p .  27.
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r e p o r t s  s h a l l  be d i r e c t e d  t o  f i n a n c i a l  a n a l y s t s .
I n  exchange  f o r  t h e  modest  s u c c e s s  i n  i t s  e f f o r t s  d e s c r i b e d  
ab o v e ,  t h e  a c c o u n t i n g  p r o f e s s i o n  e x p e r i e n c e d  two i m p o r t a n t  s h o r t ­
comings which a r e  becoming a ma jor  s e t b a c k  i n  t h e  p r o f e s s i o n ' s  q u e s t  
f o r  s e r v i c e .  These  a r e :  ( a )  i t s  c o n c e n t r a t i o n  on s a t i s f y i n g  known 
s p e c i f i c  u s e r s  r e s u l t e d  i n  n e g l e c t i n g  t h e  d a t a  needs  o f  o t h e r s .  An 
exam ple  i s  t h e  g e n e r a l  p u b l i c  and th e  v a r i o u s  s u p e r v i s o r y  b o d ie s  
whose demand f o r  i n f o r m a t i o n  r e g a r d i n g  t h e  c o n t r i b u t i o n  o f  b u s i n e s s  
t o  t h e  p ro m o t io n  o f  s o c i a l  g o a l s  have n o t  been  s a t i s f i e d ;  and (b)  t h e  
i n t e r f a c e  be tween  th e  p r o f e s s i o n  and i t s  e n v i ro n m e n t  (which  i s  b a s i ­
c a l l y  s o c i e t y )  , has  been  d i m i n i s h e d  and l i m i t e d  t o  t h e  i n t e n d e d  
s p e c i f i c  u s e r s .  As a r e s u l t ,  t h e  a c c o u n t i n g  p r o f e s s i o n  f a i l e d  t o  
a n t i c i p a t e  and t o  comprehend t h e  s i g n i f i c a n c e  o f  t h e  r a p i d  s o c i a l  
changes  as  t h e y  r e l a t e  t o  i t s  s o c i a l  f u n c t i o n  and t o  t h e  a c c o u n t i n g  
d a t a  needed  by t h e  s o c i e t y  a t  l a r g e .
Second ,  t h e  s o c i a l  r o l e  e s t a b l i s h e d  by t h e  a c c o u n t i n g  p r o ­
f e s s i o n  f o r  i t s e l f  has n o t  been  t a k e n  as  a p r i m a r y  o b j e c t i v e ;  t h e  
s u b - o b j e c t i v e  known by e v e r y  a c c o u n t a n t  as  " s a t i s f y i n g  t h e  needs  o f  
t h e  u s e r s  o f  f i n a n c i a l  d a t a , "  has  been u n c o n c i o u s l y  moved i n t o  a 
p r i m a r y  o b j e c t i v e .  T h i s  t i e s  i n  n e a t l y  i n t o  t h e  t r a d i t i o n a l  i n d i r e c t  
and p a s s i v e  c o n c e p t  o f  t h e  p r o f e s s i o n ' s  r o l e  o r  s e r v i c e ,  which  s t a t e s
l ^ K e i t h  G. S t a n g a ,  "An E m p i r i c a l  S tudy  o f  t h e  E x t e n t  o f  D i s ­
c l o s u r e  i n  t h e  P u b l i s h e d  Annual  R e p o r t s  o f  Large  I n d u s t r i a l  C o r p o r ­
a t i o n s "  ( u n p u b l i s h e d  d o c t o r a l  d i s s e r t a t i o n ,  L o u i s i a n a  S t a t e  U n i v e r s i t y ,  
A u g u s t ,  1974.
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t h a t  i f  t h e  a c c o u n t a n t  h e l p s  a b u s i n e s s  s u r v i v e  t h e  v i g o r o u s  compe­
t i t i o n  i n  t h e  m a r k e t p l a c e ,  he i s  p e r f o r m i n g  h i s  s o c i a l  o b l i g a t i o n  
t o  s o c i e t y .  O b v i o u s l y ,  t h i s  i s  a c a s e  o f  o p t i m i z a t i o n  o f  a s u b ­
o b j e c t i v e ,  and a s u b - o p t i m i z a t i o n  o f  a p r i m a r y  o b j e c t i v e .  More 
i m p o r t a n t l y ,  t h e  a c c o u n t i n g  f ramework ( d e f i n e d  i n  t h i s  s t u d y  as  
e n com pass ing  a l l  t h e  s e q u e n c e s  and a c t i v i t i e s  l e a d i n g  t o  t h e  formu­
l a t i o n  o f  an a c c o u n t i n g  o b j e c t i v e ,  p r i n c i p l e s  and p r o c e d u r e s  o r  r u l e s ) ,  
i f  v iewed  from a s y s t e m s  s t a n d p o i n t  i s  a h a l f - o p e n  o r  h a l f - c l o s e d  
s y s t e m ^  whose b a s i c  s o u r c e  o f  i n p u t s  a r e  t h e  s p e c i f i c  known and 
a c t i v e  i n f o r m a t i o n  u s e r s  m en t ioned  ab o v e .  In  o t h e r  w ords ,  t h e  f e e d ­
b a c k  loop  w hich  m a i n t a i n s  t h e  c o r r e s p o n d e n c e  be tween  t h e  o u t p u t  and 
t h e  i n p u t  s o u r c e  i s  n o t  l i n k e d  t o  t h e  main o b j e c t i v e  ( s o c i a l  r o l e )  , 
b u t  o n ly  t o  t h e  s p e c i f i c  s u b - o b j e c t i v e  ( t o  s a t i s f y  u s e r ' s  needs
T h i r d ,  t h e  h a l f - o p e n  a c c o u n t i n g  s y s t e m  e x p l a i n s  t h e  i n a ­
b i l i t y  o f  t h e  p r o f e s s i o n  t o  r e c o g n i z e  t h e  f t  i n  c o r p o r a t e  o b j e c ­
t i v e  from p r o f i t  m a x i m i z a t i o n  t o  t h e  m a x i m i z a t i o n  o f  o t h e r  g o a l s .
The e f f e c t ,  a c c o r d i n g  t o  B edfo rd  and Dopuch,  i s  t h a t  t h e r e  seems t o  
be an " i m p l i c i t  a s s u m p t i o n  u n d e r l y i n g  a c c o u n t i n g  p r o c e d u r e s  t h a t  
t h e r e  i s  a s i n g l e  o v e r a l l  g o a l  o f  m a n a g e r i a l  a c t i v i t i e s ,  p r o f i t  
m a x i m i z a t i o n . "20 Ladd e l a b o r a t e s  t h i s  p o i n t :
c o n t r a s t e d  w i t h  an open o r  c l o s e d  s y s t e m  d i s c u s s e d  by 
Thomas P r i n c e .  The fo rm er  i s  c a p a b l e  o f  a c c e p t i n g  i n p u t s  from b o t h  
w i t h i n  t h e  s y s t e m  ( o r  model)  and from th e  e n v i r o n m e n t .  See Thomas 
P r i n c e ,  I n f o r m a t i o n  Systems f o r  Management P l a n n i n g  and C o n t r o l  (Home­
wood,  I l l i n o i s :  R ic h a r d  D. I r w i n ,  I n c . ,  1970) ,  C h a p t e r s  8 t o  13.
20Norton  M. Bedfo rd  and N ic h o l a s  Dopuch,  "The Emerging Theo­
r e t i c a l  S t r u c t u r e  o f  A c c o u n t a n c y , "  B u s in e s s  T o p i c s . Vol.  IX (Autumn, 
1961)  , p .  60.
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I t  seems c l e a r ,  f o r  exam ple ,  t h a t  s a t i s f a c t i o n  o f  t h e  
s t o c k h o l d e r  i n t e r e s t  i n  c o r p o r a t i o n s  i s  no l o n g e r  t h e  
s o l e  o r  even  t h e  p r i m a r y  r e s p o n s i b i l i t y  o f  c o r p o r a t i o n  
m a n a g e r s ; y e t  t o  a c o n s i d e r a b l e  e x t e n t  a c c o u n t i n g  c o n ­
c e p t s  and p r o c e d u r e s  a r e  f i r m l y  b a s e d  on t h e  p r e m i s e  
o f  t h e  pa ram oun tcy  o f  t h e  o w nersh ip  i n t e r e s t . I t  i s  
p e r h a p s  n o t  so c l e a r ,  b u t  i t  s u r e l y  can  be a r g u e d ,  t h a t  
c o r p o r a t i o n s  have t u r n e d  toward  m a in t e n a n c e  o f  compe­
t i t i v e  p o s i t i o n ,  g ro w th ,  and "good c i t i z e n s h i p "  and 
away from maximum p r o f i t  as  t h e i r  m a jo r  o b j e c t i v e ;  v e t  
a c c o u n t i n g  i s  t i g h t l y  t i e d  t o  t h e  a s s u m p t i o n  t h a t  
maximum p r o f i t ,  a c h i e v e d  i n  an  e s s e n t i a l l y  s h o r t - r u n , 
i s  o f  t h e  p r im a r y  o b j e c t i v e  o f  t h e  c o r p o r a t i o n . 21 
(Emphasis  a d d e d ) .
F o u r t h ,  t h e  Committee t o  P r e p a r e  a S t a t e m e n t  o f  B a s i c  
A c c o u n t i n g  Theory  o f  t h e  Amer ican A c c o u n t in g  A s s o c i a t i o n  a t t e m p t e d  t o  
b ro a d e n  t h e  o b j e c t i v e  o f  a c c o u n t i n g  m e n t ioned  e a r l i e r . 22 However,  
t h e  Committee was p r e o c c u p i e d  w i t h  i t s  q u a n t i f i a b i l i t y  and v e r i f i a ­
b i l i t y  s t a n d a r d s  which f o r c e s  i t  t o  n u l l i f y  t h e  expanded  o b j e c t i v e s  
i n  o r d e r  t o  a v o id  c o n t r a d i c t i o n  and i n c o n s i s t e n c y .  Very r e c e n t l y ,  t h e  
Committee on E n v i ro n m e n ta l  E f f e c t s  o f  O r g a n i z a t i o n a l  B e h a v i o r  o f  t h e  
Amer ican  A cc o u n t in g  A s s o c i a t i o n ,  r e l e a s e d  a c o m p re h e n s iv e  a n a l y s i s  o f  
t h e  a r r a y  o f  i m p l i c a t i o n s  o f  r e p o r t i n g  f o r  s o c i a l  c o s t s .  But  i t s  
c o n c l u s i o n  i s  t h a t  " a t  t h e  p r e s e n t  t im e  p u b l i c  a c c o u n t a n t s  s h o u ld  n o t  
a t t e m p t  t o  m easure  and r e p o r t  t h e  t o t a l  s o c i a l  c o s t s  o f  damage t o  t h e
^ D w i g h t  R. Ladd,  Contemporary  C o r p o r a t e  A c c o u n t in g  and t h e  
P u b l i c  (Homewood, I l l i n o i s :  R ic h a r d  D. I r w i n ,  I n c . ,  1 9 6 3 ) ,  p .  2.
99^ A m e r i c a n  A c c o u n t in g  A s s o c i a t i o n ,  Committee t o  P r e p a r e  a 
S t a t e m e n t  o f  B a s i c  A c c o u n t in g  T h e o ry ,  l o c .  c i t .
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e n v i ro n m e n t  a r i s i n g  as a r e s u l t  o f  o r g a n i z a t i o n  b e h a v i o r . 2 3
T ak in g  t h e s e  recom m enda t ions  o f  b o t h  Committees  a s  c o n c l u d i n g  
n o t e s  t o  t h i s  s e c t i o n ,  i t  i s  beyond d o u b t  t h a t  t h e  a c c o u n t i n g  p r o ­
f e s s i o n  w i l l  be p r o v i d i n g  a c c o u n t i n g  d a t a  o f  l e s s e r  v a l u e  and r e l e ­
vance  i n  t h e  f u t u r e  y e a r s  t o  come. E l l i o t t  has  a h a r s h e r  o b s e r v a t i o n  
c o n c e r n i n g  t h e s e  r ecom m endat ions  and a t t i t u d e  o f  t h e  p r o f e s s i o n :
A c c o u n ta n t s  as  a c l a s s  l i k e  . . .  p r e f e r  q u a n t i f i a b l e  d a t a .
T h i s  i s  t r u e  b e c a u se  a c c o u n t i n g  has  t r a d i t i o n a l l y  d e a l t  
w i t h  q u a n t i f i a b l e  f i n a n c i a l  d a t a  . . . .  These p e r s o n s  a r e  
a p t  t o  l o o k  w i t h  h o r r o r  and r e v u l s i o n  a t  ambiguous and 
u n q u a n t i f i a b l e  d a t a .  They t h u s  t e n d  t o  9ee t h e  m e a s u r e ­
ment o f  s o c i a l  d a t a  a s  n o t  o n ly  d i f f i c u l t  ( o r  even  impos­
s i b l e )  b u t  a l s o  d i s t a s t e f u l  and c r u d e . 24
C o n t r a d i c t i o n  Between I n t e n d e d  and A c t u a l l y  
P u r su e d  Goal
The p r e c e d i n g  d i s c u s s i o n  s t r o n g l y  s u g g e s t s  t h a t  t h e r e  e x i s t s  
a c o n t r a d i c t i o n  o r  i n c o n s i s t e n c y  be tw een  t h e  i n t e n d e d  g o a l  s e t  by t h e  
a c c o u n t i n g  p r o f e s s i o n  and t h e  g o a l  a c t u a l l y  p u r s u e d  by t h e  a c c o u n t a n t s .  
The f i r s t  i n c o n s i s t e n c y  e x i s t s  be tw ee n  t h e  s o c i a l  r o l e  e s t a b l i s h e d  
by t h e  p r o f e s s i o n  and t h e  s p e c i f i c  o b j e c t i v e s  n e c e s s a r y  t o  a c c o m p l i s h  
s u c h  a s o c i a l  r o l e .  T h i s  i m p l i e s  t h a t  t h e  s o c i a l  r o l e  o f  t h e  
a c c o u n t i n g  p r o f e s s i o n  c o n s t i t u t e s  i t s  p r im a r y  o b j e c t i v e  w h i l e  t h e  
s p e c i f i c  o b j e c t i v e s  encompass t h e  p r o f e s s i o n ' s  s e c o n d a r y  o b j e c t i v e s .
23American A cc o u n t in g  A s s o c i a t i o n ,  Committee on E n v i ro n m e n ta l  
E f f e c t s  o f  O r g a n i z a t i o n  B e h a v i o r ,  " R e p o r t  o f  t h e  Committee on E n v i r o n ­
m e n ta l  E f f e c t s  o f  O r g a n i z a t i o n a l  B e h a v i o r , "  The A c c o u n t in g  R ev iew . 
Supplem ent t o  Vol.  XLVIII ( 1 9 7 3 ) ,  p .  79.
2 ^ E l l i o t t ,  op .  c i t . . p .  73.
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However, t h e  f i n a l  r e s u l t  o f  t h e  whole  p r o c e s s  i s  t h e  s u b - o p t i m i ­
z a t i o n  o f  t h e  p r im a r y  o b j e c t i v e  and t h e  o p t i m i z a t i o n  o f  t h e  s e c o n d a r y  
o b j e c t i v e s .  Ev idence  o f  t h i s  s i t u a t i o n  i s  t h e  i n a b i l i t y  o f  t h e  p r o ­
f e s s i o n  t o  p r o v i d e  t h e  i n f o r m a t i o n  needs  o f  t h e  s o c i e t y  a t  l a r g e .
The second  i n c o n s i s t e n c y  o r  c o n t r a d i c t i o n  e x i s t s  be tween 
t h e  s p e c i f i c  o b j e c t i v e s  i n t e n d e d  t o  be a c c o m p l i sh e d  and t h e  o b j e c ­
t i v e s  a c t u a l l y  p u r s u e d .  Thus ,  t h e  s p e c i f i c  o b j e c t i v e s  e s t a b l i s h e d  
was t o  p r o v i d e  i n f o r m a t i o n  t o  f i n a n c i a l  s t a t e m e n t  u s e r s .  However,  
t h e s e  o b j e c t i v e s  were  n o t  r e a l i z e d  b e c a u s e  th e  a c c o u n t i n g  p r o f e s s i o n  
i s  u n w i l l i n g  t o  r e l a x  i t s  q u a n t i f i a b i l i t y  and v e r i f i a b i l i t y  s t a n d a r d s .  
T h e r e f o r e ,  t h e  i n f o r m a t i o n  needs  o f  c e r t a i n  u s e r s  o f  f i n a n c i a l  d a t a  
c o n c e r n i n g  t h e  p ro m o t io n  o f  s o c i a l  g o a l s  by b u s i n e s s  were  n o t  
s a t i s f i e d .
These d i s c r e p a n c i e s  o r  c o n t r a d i c t i o n s  a r e  known as  t e l e o -  
l o g i c a l  i n c o n s i s t e n c i e s ,  t h a t  i s ,  a c o n t r a d i c t i o n  be tween  t h e  g o a l  
a c t u a l l y  p u r s u e d  and t h e  g o a l  i n t e n d e d  t o  be p u r s u e d .  I n  s uch  a 
c a s e ,  t h e  o r i g i n a l  p r im a r y  o b j e c t i v e  i s  c o r r e c t ,  w h i l e  t h e  p r a c t i c e  
has  t o  be r e v i s e d . ^5 But b e f o r e  any r e v i s i o n  on t h e  p r a c t i c e  s h a l l  be 
made,  t h e  a c c o u n t i n g  p r o f e s s i o n  has  t o  r e d e f i n e  what  c o n s t i t u t e s  i t s  
p r im a r y  and s e c o n d a r y  g o a l s .  While i t  has  been  c o n s i s t e n t l y  im p l ie d  
in  t h i s  s t u d y  t h a t  t h e  p r im a r y  g o a l  o f  t h e  p r o f e s s i o n  (and  any
O C
■‘•-'American A cc o u n t in g  A s s o c i a t i o n ,  Committee on F o u n d a t i o n s  
o f  A c c o u n t in g  M easurement,  "R ep o r t  o f  t h e  Committee on F o u n d a t i o n s  
o f  A cco u n t in g  M e a s u re m e n t , "  The A c c o u n t in g  Rev iew . Supplement t o  Vol.  
XLVI ( 1 9 7 1 ) ,  p .  45.
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p r o f e s s i o n  o r  i n s t i t u t i o n ,  f o r  t h a t  m a t t e r ) , i s  s e r v i c e  t o  t h e  t o t a l  
s o c i e t y ,  i t  i s  r e i t e r a t e d  i n  t h i s  d i s c u s s i o n  t h a t  t h e  p ro m o t io n  o f  
s o c i a l  g o a l s  s h a l l  be t h e  g l o b a l  o r  t h e  p r im a r y  o b j e c t i v e  o f  t h e  
a c c o u n t i n g  p r o f e s s i o n .  T h e r e f o r e ,  t h e  t r a d i t i o n a l  o b j e c t i v e  o f  t h e  
a c c o u n t a n t s  - -  t o  p r o v i d e  d a t a  f o r  d e c i s i o n  making - -  s h a l l  c o n s t i t u t e  
i t s  s e c o n d a r y  and s p e c i f i c  o b j e c t i v e  n e c e s s a r y  t o  a c c o m p l i s h  t h e  
g l o b a l  o r  p r im a r y  o b j e c t i v e .  C o n s e q u e n t l y ,  p r i n c i p l e s ,  p r a c t i c e s ,  
p r o c e d u r e s  and r u l e s  s h a l l  be f o r m u l a t e d  t o  a c c o m p l i s h  t h e  s e c o n d a r y  
o b j e c t i v e .  I n  a d d i t i o n ,  c o n s t a n t  c o r r e s p o n d e n c e  between t h e  p r im a r y  
and s e c o n d a r y  o b j e c t i v e s ,  and be tw een  t h e  l a t t e r  and t h e  a c t u a l  
a p p l i c a t i o n  o f  t h e  p r i n c i p l e s ,  p r a c t i c e s ,  p r o c e d u r e s  and r u l e s  s h a l l  
be made t o  a s c e r t a i n  t h a t  t h e  a c t u a l  g o a l s  b e i n g  p u r s u e d  a r e  c o n s i s t ­
e n t  w i t h  t h e  g o a l s  i n t e n d e d  t o  be a t t a i n e d .  E v i d e n t l y ,  from a sys tem s  
s t a n d p o i n t  t h e  whole a c c o u n t i n g  framework  i s  t r a n s f o r m e d  i n t o  an open 
s y s t e m  c a p a b l e  o f  r e a c t i n g  t o  changes  i n  t h e  en v i ro n m e n t  and t o  a c c e p t  
new i n p u t s  as  a consequenc e  o f  t h e  changed e n v i ro n m e n t .  To a t t a i n  
t h i s  f l e x i b l e  a c c o u n t i n g  s t r u c t u r e ,  a  new a p p ro a c h  t o  t h e  deve lopment  
o f  a c c o u n t i n g  t h e o r y  has  t o  be em ployed .  A framework f o r  t h i s  
a p p r o a c h  s h a l l  be i d e n t i f i e d  i n  t h e  f o l l o w i n g  s e c t i o n s  o f  t h i s  c h a p t e r .
I I .  A STRUCTURE FOR A CONTEMPORARY ACCOUNTING THEORY
The f l e x i b i l i t y  o f  a d i s c i p l i n e  t o  a d a p t  t o  changes  i n  i t s  
e n v i ro n m e n t  depends  upon th e  framework upon which i t s  o b j e c t i v e s  and 
b a s i c  a s s u m p t i o n s  a r e  d e r i v e d ,  and th e  r e l a t e d  t h e o r i e s  and s t a t e m e n t s  
d e d u c t i v e l y  f o r m u l a t e d  from t h e s e  o b j e c t i v e s  and b a s i c  a s s u m p t i o n s .
As p r e v i o u s l y  d i s c u s s e d ,  t h e  a c c o u n t i n g  d i s c i p l i n e  does n o t  en joy
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s u ch  f l e x i b i l i t y  b e c a u s e  o f  t h e  t e l e o l o g i c a l  i n c o n s i s t e n c i e s  and 
c o n t r a d i c t i o n s  t h a t  e x i s t  i n  v i r t u a l l y  e v e r y  l e v e l  o f  t h e  a c c o u n t i n g  
framework .  The t a s k  o f  t h i s  s e c t i o n ,  t h e r e f o r e ,  i s  t o  a t t e m p t  t o  r e ­
d e f i n e  t h e  e x i s t i n g  a c c o u n t i n g  framework t o  m in im ize  o r  e l i m i n a t e  
t h e s e  c o n t r a d i c t i o n s  so  t h a t  i t  c o u ld  s e r v e  as t h e  f o u n d a t i o n  o f  a 
co n te m p o ra ry  a c c o u n t i n g  t h e o r y  w hich  i s  r e s p o n s i v e  t o  t h e  dynamic 
demands o f  i t s  e n v i ro n m e n t .  °
S o c i a l l y - O r i e n t e d  A cc o u n t in g  P h i lo s o p h y
To m a i n t a i n  t h e  f l e x i b i l i t y  o f  t h e  a c c o u n t i n g  p r o f e s s i o n ,  i t  
i s  i m p o r t a n t  t h a t  t h e  a c c o u n t a n t s  s h o u ld  r e o r i e n t  i t s  e f f o r t s  t o  
s e r v i n g  th e  t o t a l  s o c i e t y .  T h i s  means t h a t  s e r v i c e  t o  s o c i e t y ,  
d i r e c t l y  o r  i n d i r e c t l y ,  s h a l l  be t h e  p r i m a r y  c o n c e r n  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n ,  and i t  s h a l l  become t h e  b a s i c  p h i l o s o p h y ^ ?  upon which  
s p e c i f i c  a c c o u n t i n g  o b j e c t i v e s ,  s t a n d a r d s ,  p r a c t i c e s ,  and p r o c e d u r e s  
and r u l e s  s h a l l  be f o r m u l a t e d .  The need f o r  t h i s  o r i e n t a t i o n  i s
26For t h e  p u r p o s e  o f  t h i s  s e c t i o n ,  t h e  f o l l o w i n g  te rm s  (some 
o f  them has  been  used  l o o s e l y  i n  t h e  p r e c e d i n g  d i s c u s s i o n s )  have  t o  be 
d e f i n e d  r i g o r o u s l y ,  t o  mean:
Theory  -  a c o h e s i v e  s e t  o f  h y p o t h e t i c a l ,  c o n c e p t u a l ,  and p r a g ­
m a t i c  p r i n c i p l e s  fo rm in g  a g e n e r a l  frame o f  r e f e r e n c e  
f o r  a f i e l d  o f  s t u d y . ( S e e  The Committee to  P r e p a r e  A 
S ta t e m e n t  o f  B a s ic  A cc o u n t in g  T heo ry ,  op.  c i t . . p .  1 .)  
Framework - used  i n t e r c h a n g e a b l y  w i t h  th e  te rm " s t r u c t u r e ” com­
posed  o f  p a r t s  f i t t e d  t o g e t h e r .  (The Random House 
D i c t i o n a r y  o f  t h e  E n g l i s h  L angua ge . C o l l e g e  E d i t i o n ,  
1968,  p .  524 . )
ry ~J
^ 'T he  te rm p h i l o s o p h y  as used  in  t h i s  c o n t e x t  means "a sy s tem  
o f  p r i n c i p l e s  fo r  g u id a n c e  in  p r a c t i c a l  a f f a i r s . "  (The Random House 
D i c t i o n a r y  . . . .  , I b i d . ,  p.  997 . )
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e s s e n t i a l  i f  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  t o  e l i m i n a t e  t h e  i n c o n s i s t ­
ency  be tween  t h e  f a r - r e a c h i n g  e f f e c t  o f  i t s  i n f l u e n c e  and th e  n a r row  
s p h e r e  o f  i n f l u e n c e  i t  has  p r e s e n t l y  r e c o g n i z e d .  Konrad Engelmann 
e l a b o r a t e s  t h i s  p o i n t  by s a y i n g  t h a t  t h e  f a r - r e a c h i n g  i n f l u e n c e  o f  t h e  
p r o f e s s i o n  " c l e a r l y  e v i d e n c e s  t h e  need  f o r  e s t a b l i s h i n g  fu n d a m e n ta l  
c o n c e p t s  and p r i n c i p l e s  based  on an i d e o l o g y  which  s h o u ld  be i n  h a r ­
mony w i t h  t h e  t h e o r i t i c a l ,  e t h i c a l ,  l e g a l  and p r a c t i c a l  r e q u i r e m e n t s  
o f  ou r  t i m e s .
O b v i o u s l y ,  t h e  n a r ro w  s p h e r e  o f  i n f l u e n c e  and s e r v i c e  assumed
by t h e  a c c o u n t i n g  p r o f e s s i o n  to d a y  p o s e s  c e r t a i n  r i s k  o f  o b s o l e s c e n c e
f o r  t h e  a c c o u n t a n t s .  P au l  Grady p u t  t h i s  c l e a r l y :
The r e a l  r i s k  i s  w h e th e r  new c h a l l e n g e s  w i l l  be r e c o g n i z e d  
and s u c c e s s f u l l y  met i n  a t i m e l y  and a d e q u a t e  manner .
R e c o g n i t i o n  o f  t h e  c h a l l e n g e s  t o  a c c o u n t i n g  must be based  
upon an a n a l y s i s  o f  t h e  m a jo r  c h a l l e n g e s  t o  ou r  c o u n t r y ,  
and on a b r o a d e r  s c a l e  to  ou r  c i v i l i z a t i o n ,  to  a s c e r t a i n  
w h e r e in  a c c o u n t i n g  can  make c o n s t r u c t i v e  c o n t r i b u t i o n s .29
T ha t  t h e  a c c o u n t i n g  p r o f e s s i o n  has  f a i l e d  t o  r e c o g n i z e  and 
met t h e  c h a l l e n g e  on a t i m e l y  and a d e q u a t e  manner i s  beyond q u e s t i o n .  
Ladd c o n te n d s  t h a t  " c o n te m p o ra ry  a c c o u n t i n g  p r o v i d e s  t h e  form b u t  n o t  
t h e  s u b s t a n c e " ^  o f  th e  i n f o r m a t i o n  needed  by d e c i s i o n  makers t o d a y .  
T h i s  a p p e a r s  t o  be p a r t i c u l a r l y  t r u e  i n  t h e  em erg ing  d i v e r s i f i c a t i o n  
o f  g o a l s  ( m u l t i - g o a l s ) ,  i n  p r a c t i c a l l y  a l l  l a r g e  c o r p o r a t i o n s .  Bedford
^^Konrad Enge lmann, " I n  S e a rc h  f o r  A cc o u n t in g  P h i l o s o p h y , "  The 
A cc o u n t in g  R e v ie w , Vol.  XXIX ( J u l y ,  1 9 5 4 ) ,  p .  390.
^ G r a d y ,  l o c . c i t .
^ L a d d , o p . c i t . ,  p .  33.
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and Dopuch u rge  t h e  p r o f e s s i o n  t o  c o n s i d e r  means o f  b r o a d e n i n g  i t s  
scope  t o  r e p o r t  on t h e  e f f e c t i v e n e s s  w i th  which  non- income o r i e n t e d
O  1
g o a l s  a r e  a t t a i n e d .  1 Ross advanced  th e  emergence  o f  a  new c l a s s  o f
s h a r e h o l d e r s  i n  a d d i t i o n  t o  t h e  d i r e c t  s u p p l i e r s  o f  c o r p o r a t e  c a p i t a l .
He d e s c r i b e s  them as f o l l o w s :
The consumer and t h e  p u b l i c  c o n s t i t u t e  p e r h a p s  a new c l a s s  
o f  s h a r e h o l d e r s  who do n o t  own th e  p h y s i c a l  and f i n a n c i a l  
a s s e t s  o f  t h e  company b u t  have a s t a k e  i n  t h e  s o c i a l  o r  
n o n - p r o p r i e t a r y  r e s o u r c e s  l i k e  a i r  and w a t e r  which  a r e  
o f t e n  used  as  raw m a t e r i a l s . 32
To sum up,  t h e  o r i e n t a t i o n  o f  t h e  p r o f e s s i o n ' s  s e r v i c e  to  
t h e  t o t a l  s o c i e t y  and making such  a s o c i a l  r o l e  o r  s e r v i c e  t h e  b a s i c  
p h i l o s o p h y  o f  a c c o u n t i n g  would p r o v i d e  a c o n s t a n t  c o r r e s p o n d e n c e  
be tween  t h e  s e r v i c e  r e q u i r e d  by s o c i e t y  and t h e  s e r v i c e  o f f e r e d  by 
t h e  p r o f e s s i o n .  T h i s  a l s o  p r o v i d e s  a s o r t  o f  an  i n t e l l i g e n c e  n e tw ork  
and an e a r l y  w a rn in g  s y s t e m  f o r  a c c o u n t i n g  t o  r e c o g n i z e  and a n t i c i ­
p a t e  s o c i a l  t r e n d s  where t h e  p o t e n t i a l s  f o r  c o n s t r u c t i v e  s e r v i c e  i s  
p o s s i b l e .
Broad S t r u c t u r e  o f  A c c o u n t i n g  Theory  - 
The B ed fo rd  and Dopuch Model
In  t h e  e r a  o f  m u l t i - g o a l s  f o r  t h e  l a r g e  c o r p o r a t i o n ,  Bedfo rd  
and Dopuch s u g g e s t e d  a f ramework f o r  t h e  deve lopm en t  o f  a b road  s t r u c ­
t u r e  o f  a c c o u n t i n g  t h e o r y  which cou ld  p r o v i d e  "a b a s i s  f o r  t h e  
a c c o u n t i n g  s t u d y  o f  t h e  t r e n d  toward  m u l t i p l e  g o a l s  in  t h e  l a r g e
31B edfo rd  and Dopuch,  op .  c i t . . p .  64.
^Ross ,  o p . c i t . .  p .  48 .
c o r p o r a t i o n . " 33 The B edford  and Dopuch model " b e g in s  w i t h  t h e  p rem is  
t h a t  t h e  need f o r  a c c o u n t i n g  i s  p r e d i c a t e d  upon a c o n d i t i o n  o f  s c a r ­
c i t y  o f  t h e  means a v a i l a b l e  t o  remove t h e  ' l a c k i n g '  o r  ' w a n t i n g '  
d e v e l o p e d  from t h e  b a s i c  needs  and t h e  s e c o n d a r y  g o a l s  o f  i n d i v i d u a l s  
I n  t h i s  r e s p e c t ,  t h e y  s u g g e s t e d  t h a t  " s c a r c i t y "  may be d e f i n e d  in  an 
econom ic ,  s o c i o l o g i c a l ,  p s y c h o l o g i c a l  o r  p h i l o s o p h i c a l  s e n s e . 34 
C o n s e q u e n t l y ,  t h e  p a t t e r n  o f  b e h a v i o r  which  e v o l v e s  from th e  p r e m is e  
i s  e s s e n t i a l l y  a l o n g  t h e  l i n e s  o f  t h e  f o l l o w i n g  frame o f  r e f e r e n c e :
- -  g o a l s  a r e  a d a p t e d  t o  remove o r  r e l i e v e  t h e  needs  which  
e x i s t ;
- -  means n e c e s s a r y  t o  a c c o m p l i s h  t h e  d e f i n e d  g o a l s  a r e  
s e l e c t e d ;
- -  t h e  n a t u r e  and e x t e n t  o f  t h e  r e s u l t s  w hich  can  be 
e x p e c t e d  a r e  s e t  f o r t h ;  and
- -  t h e  s t a t e s  o f  p r o g r e s s  made toward  g o a l  a c c o m p l i s h ­
ment a r e  e v a l u a t e d . 35
O b v i o u s l y ,  t h e  model i s  a p r o d u c t  o f  an i n d u c t i v e  p r o c e s s  
w hich  seems t o  be a common c h a r a c t e r i s t i c  o f  a p r o b l e m - o r i e n t e d  
a p p ro a c h  t o  f o r m u l a t i n g  a s o l u t i o n  o r  e x p l a n a t i o n  t o  a  p a r t i c u l a r  
p ro b lem  o r  phenomenon.  The b a s i c  o b j e c t i o n  t o  t h i s  ap p ro a c h  i s  i t s  
f i r e f i g h t i n g  c h a r a c t e r i s t i c s ,  t h e  end r e s u l t  o f  which  i s  i t s  f a i l u r e  
to  a n t i c i p a t e  p o s s i b l e  p r o b le m s .  U n f o r t u n a t e l y ,  t h e  p rob lem s  o f  th e  
a c c o u n t i n g  p r o f e s s i o n  in  r e c e n t  y e a r s  have been p a r t l y  t h e  r e s u l t  o f  
t h i s  a p p ro a c h .
3 3 i b i d . 34I b i d . 3 5 j b i d .
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A D e d u c t iv e  P r o c e s s  Approach
T h i s  s t u d y  a d o p t s  t h e  d e d u c t i v e  p r o c e s s  f o r  t h e  deve lopm en t  
o f  a b road  s t r u c t u r e  o f  a c c o u n t i n g  t h e o r y .  The p r o c e s s  b e g i n s  from 
t h e  p r o f e s s i o n ' s  s o c i a l l y - o r i e n t e d  a c c o u n t i n g  p h i l o s o p h y  o f  s e r v i c e  
t o  t o t a l  s o c i e t y  t o  d e f i n e  th e  s p e c i f i c  o b j e c t i v e s  n e c e s s a r y  f o r  i t s  
a c c o m p l i s h m e n t s .  Th i s  a p p ro a c h  n e c e s s i t a t e s  t h e  f o r m u l a t i o n  o f  s o c i a l  
p o s t u l a t e s  upon which th e  " l a c k i n g "  o r  " w a n t in g "  may be i d e n t i f i e d .  
L i k e w i s e ,  t h e  p h i l o s o p h i c a l  a s p e c t  o f  t h e  p r o f e s s i o n ' s  s o c i a l  r o l e  
may be p o s t u l a t e d  and made s u b o r d i n a t e  t o  t h e  s o c i a l  p o s t u l a t e s .  
E v i d e n t l y ,  t h e  r a m i f i c a t i o n  o f  t h i s  a p p ro a c h  i s  a c o m p le te  i n t e r f a c e  
between t h e  a c c o u n t i n g  p r o f e s s i o n  and th e  s o c i e t y  a t  l a r g e .
S o c i a l  p o s t u l a t e !  -  A c c o rd in g  t o  P r o f e s s o r  Hubbard ,  " s o c i a l  
c o n c e p t s  o f  a c c e p t a b l e  b e h a v i o r  o r  p o s t u l a t e s  a r e  t h e  b a s i c  u n d e r l y i n g  
r u l e s  g o v e r n i n g  s o c i a l  a c t i o n ,  and a r e  used by s o c i e t y  t o  measure  
a c c e p t a b l e  p e r f o r m a n c e . " - ^  In  f o r m u l a t i n g  t h e s e  s o c i a l  p o s t u l a t e s ,  i t  
w i l l  be h e l p f u l  f o r  t h e  a c c o u n t i n g  p r o f e s s i o n  t o  i d e n t i f y  t h e  v a r i o u s  
p a r t i c i p a n t s  o f  t h e  c o r p o r a t e  e n t e r p r i s e ,  and t o  b ro a d e n  t h e  p o i n t  
o f  v iew  upon which t h e  a c c o u n t a n t s  s a t i s f y  t h e  i n f o r m a t i o n  needs  o f  
t h e s e  p a r t i c i p a n t s .  Th i s  r e q u i r e s  t h a t  t h e  c o r p o r a t i o n  as  viewed 
un d e r  t h e  e n t i t y  t h e o r y  s h a l l  be r e p l a c e d  bv a b r o a d e r  c o n c e p t  known 
as  t h e  e n t e r p r i s e  t h e o r y , ^7
Under t h e  e n t i t y  t h e o r y ,  t h e  c o r p o r a t i o n  i s  viewed as  an
^ H u b b a r d ,  pp.  c i t . . p .  11.
o  7
J / For a d i s c u s s i o n  o f  t h e  o t h e r  t h e o r i e s  o r  " p o i n t  o f  v i e w , "  
s e e  Lou is  G o ld b e rg ,  An I n q u i r y  I n t o  t h e  N a tu re  o f  A c c o u n t i n g . Ameri­
can A cc o u n t in g  A s s o c i a t i o n  Monograph No. 7 (Menasha ,  W is c o n s in :
George B an ta  Company, T n c . ,  1965) ,  C h a p te r  9 ,  pp.  107-167 .
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" i n s t i t u t i o n  i n  i t s  own r i g h t . "  O b v i o u s l y ,  t h i s  c o n c e p t  o f  t h e  
c o r p o r a t i o n  i s  b r o a d e r  t h a n  t h e  l e g a l  d e f i n i t i o n  o f  t h e  c o r p o r a t i o n  
g iv e n  by C h i e f  J u s t i c e  M a r s h a l l  o f  t h e  U n i ted  S t a t e s  Supreme C o u r t  as  
"an a r t i f i c i a l  b e i n g ,  i n v i s i b l e ,  i n t a n g i b l e ,  and e x i s t i n g  o n ly  in  
c o n t e m p l a t i o n  o f  t h e  law."^® S ou jane n  a r g u e s  t h a t  t h e  i m p l i c a t i o n  
o f  t h e  e n t i t y  c o n c e p t  r e s u l t i n g  from th e  i n s t i t u t i o n a l i z e d  n a t u r e  o f  
t h e  l a r g e  c o r p o r a t i o n  r e q u i r e s  a  c r i t i c a l  a n a l y s i s  as  i t  a f f e c t s  
a c c o u n t i n g  t h e o r y .  He a rg u e s  t h a t  t h e  e n t i t y  c o n c e p t  i s  l e g a l i s t i c  
and " i s o l a t e s  t h e  f i r m  as  a s e l f - c o n t a i n e d  a b s t r a c t i o n  e x i s t i n g  a p a r t  
from th e  r e s t  o f  th e  community .
I n  an e a r l i e r  s t u d y ,  t h e  e n t i t y  c o n c e p t  was e v a l u a t e d  based  
on t h r e e  c r i t e r i a :  (1)  s u i t a b i l i t y  o f  a c c o u n t i n g  t o  t h e  s o c i a l  and 
economic s e t t i n g  o f  t h e  t ime and p l a c e ;  (2)  a d a p t a b i l i t y  o f  a c c o u n t i n g  
t o  t h e  t y p e s  o f  i n s t i t u t i o n s  employed by th e  s o c i e t y  as  w e l l  a s  t h e  
i d e n t i f i c a t i o n  and p o r t r a y a l  o f  t h e  r e l a t i o n s h i p s  e x i s t i n g  w i t h i n  t h e  
s y s t e m ;  and (3)  c a p a b i l i t y  o f  a c c o u n t i n g  t o  p r o v i d e  i n f o r m a t i o n  a bou t  
th e  b u s i n e s s  u n i t s  needed f o r  r a t i o n a l  d e c i s i o n s .  The s t u d y  co n c lu d ed  
t h a t  t h e  e n t i t y  c o n c e p t  d i d  n o t  meet  a l l  t h e s e  c r i t e r i a ,  and t h e r e f o r e ,  
was n o t  s u i t e d  to  economic c o n d i t i o n s  e x i s t i n g  in  t h e  U n i ted  S t a t e s . ^ ®  
G o ldberg  in  d i s c u s s i n g  th e  o p i n i o n s  a b o u t  t h e  c o n c e p t  i n  te rm s  o f
Q O
°T r u s t e e s  o f  Dar thmouth  C o l l e g e  v.  Woodward, 4 Wheat ,  518 
(U. S. 1819).
9 Q
J ^Waino W. S o u ja n e n ,  "A ccoun t ing  Theory  and t h e  Large  C o r p o r ­
a t i o n , "  The A c c o u n t in g  R ev iew . Vol .  XXIX ( J u l y ,  1 954 ) ,  p .  393.
^ A r t h u r  C a r l s o n ,  " A b s t r a c t s  o f  D i s s e r t a t i o n s  in  
A c c o u n t i n g , "  The A cco u n t in g  R ev iew , Vol .  XXXV ( O c t o b e r ,  1 960 ) ,  pp .  691-  
692.
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changes  i n  t h e  s e t  up o f  a b u s i n e s s  u n i t  made t h i s  o b s e r v a t i o n s :
. . .  can i t  t r u t h f u l l y  be s a i d  t h a t  t h e  v i e w p o i n t  s h o u ld  
have changed i n  t h e  c a s e  o f  companies  im m e d ia te ly  R a f te r " /  
t h e  i n c o r p o r a t i o n  o f  j o i n t - s t o c k  companies  was l e g a l l y  
r e c o g n i z e d ?  And does  a s h i f t  i n  v i e w p o i n t  o c c u r  when a 
p a r t n e r s h i p  i s  c o n v e r t e d  i n t o  a company? To answer  t h e s e  
q u e s t i o n s  a f f i r m a t i v e l y  i s  t o  b a s e  t h e  a c c o u n t i n g  v ie w ­
p o i n t  upon l e g a l  s a n c t i o n .  I f ,  on t h e  o t h e r  h and ,  th e  
answer  i s  n e g a t i v e ,  we a r e  s t i l l  l e f t  w i t h  t h e  t a s k  o f  
c l a r i f y i n g  th e  v i e w p o i n t  f o r  a c c o u n t i n g  p u r p o s e s  i n  non-  
l e g a l i s t i c  t e rm s .
The e n t e r p r i s e  t h e o r y ,  on t h e  o t h e r  hand ,  i s  s o c i a l l y -  
o r i e n t e d ,  and i s  r e s p o n s i v e  t o  t h e  c u r r e n t  t h i n k i n g  and demands o f  
s o c i e t y .  I t  i s  b r o a d e r  i n  s cope  b e c a u s e  " i t  e n d e a v o r s  t o  d i s c o v e r  
t h e  r o l e  o f  t h e  f i r m  in s o c i e t y . and i 8 based  on t h e  i d e a  t h a t  
t h e  e n t e r p r i s e  i s  an o r g a n i z e d  a s s o c i a t i o n  o f  "any group  o f  p e r s o n s  
p u r s u i n g  a common p u rp o s e  o r  sy s t e m  o r  a g g r e g a t i o n  o f  p u r p o s e s  by a 
c o u r s e  o f  c o - o p e r a t i v e  a c t i o n  e x t e n d i n g  beyond a s i n g l e  a c t ,  a n d ,  f o r  
t h i s  p u r p o s e ,  a g r e e i n g  t o g e t h e r  upon c e r t a i n  methods o r  p r o c e d u r e ,  
t h e  i n d u s t r i a l  e n t e r p r i s e  i s  c o n s i d e r e d  a t o o l  o f  s o c i e t y ,  and a 
p a r t i c i p a n t ,  d i r e c t l y  o r  i n d i r e c t l y ,  in  t h e  a c t i v i t i e s  o f  t h e  v a r i o u s  
e n t e r p r i s e  c o n s t i t u e n t s  h a v in g  d i v e r s e  i n t e r e s t s  and o b j e c t i v e s .  
Charged w i t h  t h e  t a s k  o f  m e d i a t i n g  th e  c o n f l i c t s  a r i s i n g  from t h e s e  
d i v e r s e  i n t e r e s t s  a r e  t h e  managers  who make d e c i s i o n s  f o r  t h e  e n t e r ­
p r i s e .  They become c u s t o d i a n  o f  t h e  e n t e r p r i s e  o b j e c t i v e s  o f  s u r v i v a l  
and growth .  These o b j e c t i v e s  a r e  p a ram o u n t ,  and in  t h e  d e c i s i o n -
^ G o l d b e r g ,  op.  c i t . . p .  119.
^ S o u j a n e n ,  pp.  c i t . . p .  393.
43C. D. C o le ,  S o c i a l  Theory  (London: Methven & C o . ,  L t d . ,  
1920) ,  p.  43.
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making p r o c e s s ,  t h e  managers* r e s p o n s i b i l i t y  i s  t o  t h e  s u r v i v a l  and t o  
t h e  p r e s e r v a t i o n  o f  t h e  e n t e r p r i s e .  T h e r e f o r e ,  t h e  r i g h t s  and 
i n t e r e s t s  o f  t h e  owners a r e  s u b s i d i a r y  t o  t h e  i n t e r e s t  o f  t h e  e n t e r ­
p r i s e .  P h i l o s o p h i c a l l y ,  however ,  i f  by v i r t u e  o f  t h e  m a nage r s '  
d e c i s i o n s  th e  e n t e r p r i s e  i s  p r e s e r v e d ,  t h e  i n t e r e s t s  o f  t h e  e n t e r ­
p r i s e  p a r t i c i p a n t s  a r e  a l s o  s e r v e d .
Knauth made one o f  t h e  c l e a r e s t  p o r t r a y a l  o f  t h e  e n t e r p r i s e  
a s  f o l l o w s :
S u b j e c t  to  a l l  p r e s s u r e s ,  management has  come l e s s  and 
l e s s  to  c o n s i d e r  i t s e l f  r e s p o n s i b l e  t o  t h e  owners and more 
and more t o  a c c e p t  r e s p o n s i b i l i t y  f o r  t h e  c o r p o r a t i o n  as  a 
whole .  I t  does  n o t  oppose  t h e  demands o f  t h e  o t h e r  p a r t i e s  
i n  th e  i n t e r e s t  o f  t h e  owner ,  b u t  on t h e  c o n t r a r y ,  a t t e m p t s  
t o  s a t i s f y  them a l l  - -  d i v i d e n d s  f o r  s t o c k h o l d e r s ,  h ig h  
wages and good c o n d i t i o n s  f o r  e m p loyees ,  f r i e n d l y  r e l a t i o n s  
w i t h  governm ent ,  an a p p r o v in g  p u b l i c ,  c u s to m e rs  who w i l l  
r e t u r n  f o r  f u t u r e  p u r c h a s e s .  I n  a s e n s e ,  such  a p o i n t  o f  
v iew might  be i n t e r p r e t e d  as e n l i g h t e n e d  s t o c k h o l d e r  i n ­
t e r e s t ,  b u t  t y p i c a l l y  i t  goes beyond t h a t  i n  t h e  i n t e r e s t  
o f  p e r m a n e n c e . ^
F ig u r e  4 shows th e  r e l a t i v e  p o s i t i o n  o f  each  p a r t i c i p a n t  in  
t h e  e n t e r p r i s e .  A l l  o f  them a r e  j o i n e d  t o g e t h e r  t o  convey t h a t  th e y  
have a common d e s i r e ;  t h e  s a t i s f a c t i o n  o f  t h e i r  r e s p e c t i v e  g o a l s .
In  summary, t h e  e n t i t y  t h e o r y  i s  l i m i t e d  i n  scope  to  be the  
b a s i s  f o r  s a t i s f y i n g  th e  needs  o f  t h e  t o t a l  s o c i e t y .  T h e r e f o r e ,  i t  has  
t o  be r e p l a c e d  by a s o c i a l l y - o r i e n t e d  c o n c e p t  — t h e  e n t e r p r i s e  
t h e o r y  - -  which i s  b road  enough t o  be t h e  b a s i s  f o r  a s o c i a l l y - o r i e n t e d  
a c c o u n t i n g  p h i l o s o p h y .
^ O s w a l d  W. Knauth ,  "Group I n t e r e s t  and M a n a g e r i a l  E n t e r p r i s e , "  
The J o u r n a l  o f  I n d u s t r i a l  Econom ics , Vol.  I ( A p r i l ,  1953) ,  p .  89.
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S o c i a l  r o l e  p o s t u l a t e s  o f  t h e  p r o f e s s i o n  -  I n  p o s t u l a t i n g
t h e  s o c i a l  r o l e  o f  t h e  p r o f e s s i o n ,  i t  may be u s e f u l  t o  c o n s i d e r  th e  
v a r i o u s  a r e a s  o f  a c c o u n t i n g  as a t o t a l  s e r v i c e  o f f e r i n g  t o  s o c i e t y .  
These a r e a s  c o n s i s t  o f  t h e  f i n a n c i a l ,  m a n a g e r i a l ,  t a x ,  and t h e  v a r i o u s  
n o n - p r o f i t  a c t i v i t i e s  i n c l u d e d  under  s o c i a l  a c c o u n t i n g .
The l a t t e r  i s  so r e l a t i v e l y  new t o  a c c o u n t a n t s  t h a t  c e r t a i n
d o u b t s  s t i l l  e x i s t  w h e th e r  o r  n o t  i t  i s  a p r o p e r  a r e a  o f  a c c o u n t i n g .
G o ldberg  e x p l a i n s  t h e  b e g i n n i n g s  o f  s o c i a l  a c c o u n t i n g  in  t h i s  manner :
The te rm  " s o c i a l  a c c o u n t i n g "  has  been a p p r o p r i a t e d  i n  
r e c e n t  y e a r s  by e c o n o m is t s  - -  w i t h  l i t t l e  r e f e r e n c e  t o  
and l e s s  p r o t e s t  from a c c o u n t a n t s  - -  t o  a f i e l d  which  
would be more p r o p e r l y  d e s c r i b e d  as  " n a t i o n a l  income 
e s t i m a t i n g . "  A l though  t h e  e x p r e s s i o n  seems t o  have 
t a k e n  r o o t ,  i t  i s  c e r t a i n l y  n o t  " a c c o u n t i n g "  a s  a c c o u n t ­
a n t s  g e n e r a l l y  u n d e r s t a n d  th e  word,  and i t  c e r t a i n l y  
c o v e r s  on ly  a s m a l l  p o r t i o n  o f  t h e  c o n n o t a t i o n s  o f  t h e  
words " s o c i a l "  and " s o c i e t y .
In  r e c e n t  y e a r s ,  t h e  te rm  " s o c io -e c o n o m ic  a c c o u n t i n g "  emerged.  
Mobley d e f i n e d  s o c io - e c o n o m ic  a c c o u n t i n g  as " t h e  o r d e r i n g ,  m e a s u r i n g ,  
and a n a l y s i s  o f  t h e  s o c i a l  and economic co n s e q u e n c e s  o f  g o v e rn m e n ta l  
and e n t r e p r e n e u r i a l  b e h a v i o r . T h i s  a r e a  o f  a c c o u n t i n g  u nques -
^ G o l d b e r g ,  op .  c i t . , A f o o t n o t e  t o  p .  7.
^ S y b i l  c .  Mobley,  "The C h a l l e n g e s  o f  S oc io-Economic  A cc o u n t ­
i n g , "  The A c c o u n t in g  R ev iew . Vol.  XLV ( O c t o b e r ,  1 970 ) ,  p .  762.  See a l s o  
David L in o w e s , "Socio -Econom ic  A c c o u n t i n g , "  The J o u r n a l  o f  A c c o u n t ­
ancy  , Vol.  CXXVI (November, 1968) ,  pp .  37 -42 ;  G e ra ld  H. B. R o s s ,
S o c i a l  A c c o u n t in g :  M easur ing  t h e  U n m e a s u ra b l e s , "  l o c .  c i t . ; Dwight 
P. F l a n d e r s ,  "A c coun t ing  and Economics :  A Note w i t h  S p e c i a l  R e f e r e n c e  
to  'The T e a ch in g  o f  S o c i a l  A c c o u n t i n g , ' "  The A c c o u n t in g  R ev iew . Vol.  
XXXIV ( J a n u a r y ,  1959) ,  pp.  68 -73 ;  F. C. Dykeman, "Soc io -Econm ic  
A cco u n t in g  - -  O p p o r t u n i t y  o r  Dilemma,"  The C a l i f o r n i a  CPA Q u a r t e r l y . 
Vol.  XLI (December,  1973) ,  pp .  19-22.
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t i o n a b l y  expands  t h e  t r a d i t i o n a l  a r e a s  o f  a c c o u n t i n g  t o  i n c l u d e  s o c i a l  
consequenc es  and economic e f f e c t s .  T h i s  i n c l u d e s  go v e rn m e n ta l  
a c c o u n t i n g ,  a c c o u n t i n g  f o r  n o n - p r o f i t  o r g a n i z a t i o n s ,  as  w e l l  a s  t h e  
r e p o r t i n g  r e q u i r e m e n t s  o f  s o c i a l l y - r e l e v a n t  p ro g ra m s ,  p a r t i c u l a r l y  
t h e  c o s t s  o f  c o n t r o l l i n g  t h e  d e g r a d a t i o n  o f  t h e  e n v i ro n m e n t .  I n  h i s  
a t t e m p t  t o  d e l i n e a t e  t h e  b o u n d e r i e s  o f  s o c i a l  and f i n a n c i a l  a c c o u n t i n g  
from a r e p o r t i n g  s t a n d p o i n t ,  E l l i o t t  s t a t e s  t h a t  t h e  l a t t e r  r e p o r t s  
t h e  use o f  f i n a n c i a l  r e s o u r c e s  t o  t h e  s u p p l i e r s  o f  t h o s e  - -  owners 
and c r e d i t o r s .  I n  s o c i a l  a c c o u n t i n g ,  he c o n t e n d s ,  t h e  c o r p o r a t i o n  
r e p o r t s  on i t s  "use  o f  human and n a t u r a l  r e s o u r c e s ,  who a r e  - -  i n  th e
b r o a d e s t  s e n s e  — th e  g e n e r a l  p u b l i c . " ^ ?
The most  im p o r t a n t  a s p e c t  o f  s o c i a l  a c c o u n t i n g  which  make i t
d i f f e r e n t  from th e  o t h e r  a r e a s  o f  a c c o u n t i n g  i s  t h a t  i t  d e a l s  w i t h
n o n - f i n a n e i a l  m easures  which a r e  beyond th e  scope  o f  t h e  p r e s e n t  
g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  s t a n d a r d s ,  and p r a c t i c e s .  
T h i s  e x p l a i n s  t h e  s low  pace  o f  i t s  deve lopm en t  and a c c e p t a n c e  among 
a c c o u n t a n t s .  U ndoub ted ly ,  t h e  i n t e g r a t i o n  o f  t h i s  new a r e a  i n t o  th e  
a c c o u n t i n g  d i s c i p l i n e  w i l l  enhance  n o t  on ly  t h e  image,  s c o p e ,  and th e  
r e l e v a n c e  and u s e f u l n e s s  o f  a c c o u n t i n g  r e p o r t s  b u t  a l s o  i n c r e a s e  the  
aw areness  o f  a c c o u n t a n t s  o f  t h i s  c h a l l e n g i n g  a r e a .  I n  a d d i t i o n ,  
r e s e a r c h  in  t h e  enormous measurement p rob lems  o f  s o c i a l  a c c o u n t i n g  
w i l l  be i n c r e a s e d .
^Rober t  K. E l l i o t t ,  " 'Measuring t h e  Q u a l i t y  o f  L i f e , "  W or ld , 
Vol.  VII  ( S p r i n g ,  1973) ,  p .  24.  For  more d i s t i n c t i o n  be tween  s o c i a l  
a c c o u n t i n g  and f i n a n c i a l  a c c o u n t i n g ,  r e f e r  t o  Lee L. S e i d l e r ,  " D o l l a r  
Values  in  t h e  S o c i a l  Income S t a t e m e n t , "  W o r ld , Vol.  VII  ( S p r i n g ,  1973) ,  
pp.  14-23.
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The c o n c e p t  o f  i n t e g r a t i o n  o f  s o c i a l  a c c o u n t i n g  i n t o  t h e  
a c c o u n t i n g  d i s c i p l i n e  i s  shown i n  F i g u r e  5.  The t h r e e  a r e a s  - -  
f i n a n c i a l ,  m a n a g e r i a l ,  and s o c i a l  — a r e  l i n k e d  t o g e t h e r  t o  i n d i c a t e  
t h e  c l o s e  r e l a t i o n s h i p s  among them. Tax a c c o u n t i n g  i s  s upe r im posed  
on th e  t h r e e  a r e a s  i n d i c a t i n g  i t s  u s e f u l n e s s  and i n f l u e n c e  o v e r  t h e  
o t h e r  a r e a s .  Around them i s  a l a r g e r  c i r c l e  r e p r e s e n t i n g  th e  l i m i t s  
o f  t h e  a c c o u n t i n g  d i s c i p l i n e .  U n f i l l e d  sp a c e  r e p r e s e n t i n g  t h e  h o r i ­
zons o r  a r e a s  f o r  e x p a n s io n  i s  shown around  t h e s e  a c c o u n t i n g  a r e a s .
With t h e  i n t e g r a t i o n  o f  s o c i a l  a c c o u n t i n g  i n t o  t h e  a c c o u n t i n g  
d i s c i p l i n e ,  p e r h a p s ,  a new d e f i n i t i o n  o f  a c c o u n t i n g  has  t o  be formu­
l a t e d .  However,  th e  1969-70 Soc ioeconomic  A c c o u n t in g  Committee o f  
t h e  American A cco u n t in g  A s s o c i a t i o n  s u g g e s t s  t h a t  no new d e f i n i t i o n  
i s  needed b e c a u se  " a l l  a c c o u n t i n g  i s  f o r  s o c io ec o n o m ic  p u r p o s e s . " ^ ®  
T h i s  s t u d y  a g r e e s  s u b s t a n t i a l l y  w i t h  t h e  o p i n i o n  o f  t h e  Commit tee ,  
b u t  i t  f e e l s  t h a t  t h e  te rm  " s o c i a l "  s h a l l  be i n t e g r a t e d  i n t o  t h e  
d e f i n i t i o n .  T h e r e f o r e ,  i f  t h e  d e f i n i t i o n  o f  a c c o u n t i n g  s u g g e s t e d  by 
th e  Committee t o  P r e p a r e  a S t a t e m e n t  o f  B a s ic  A c c o u n t in g  Theory i s  
a d o p t e d ,  such  d e f i n i t i o n  w i l l  r e a d  as f o l l o w s :
. . .  t h e  p r o c e s s  o f  i d e n t i f y i n g ,  m e a s u r i n g ,  and com munica t ing  
economic and s o c i a l  i n f o r m a t i o n  t o  p e r m i t  in fo rm ed  judgements  
and d e c i s i o n s  by u s e r s  o f  t h e  i n f o r m a t i o n  . . . . 4 9
^ A m e r i c a n  A cco u n t in g  A s s o c i a t i o n ,  Committee on N o n - F i n a n c i a l  
Measures  o f  E f f e c t i v e n e s s ,  "R ep o r t  o f  t h e  Committee on N o n - F i n a n c i a l  
Measures  o f  e f f e c t i v e n e s s , "  The A c c o u n t in g  R ev iew , Supplement t o  Vol.  
XLVI (1 9 7 1 ) .  p .  168.
49 a •American A ccoun t ing  A s s o c i a t i o n ,  The Committee t o  P re p a re  
A S ta t e m e n t  o f  B as ic  A ccoun t ing  T heo rv ,  o p . c i t . ,  p .  1.
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To sum up,  t h e  i n t e g r a t i o n  o f  s o c i a l  a c c o u n t i n g  i n t o  th e  
a c c o u n t i n g  d i s c i p l i n e  w i l l  h e l p  t h e  p r o f e s s i o n  i n  p o s t u l a t i n g  i t s  
s o c i a l  r o l e  as  w e l l  as  p r e s e n t  a " f u l l - l i n e "  o f  s e r v i c e  o f f e r i n g  t o  
t h e  p u b l i c .  A d d i t i o n a l l y ,  t h e  deve lopm en t  o f  t h i s  new a r e a  o f  
a c c o u n t i n g  w i l l  be enhanced  by aw areness  and c o n t in u e d  r e s e a r c h  by 
th e  a c c o u n t i n g  p r o f e s s i o n .
The Environment o f  A ccoun t ing
The l i t e r a t u r e  i s  ab u n d an t  w i t h  e x p o s i t i o n s  on t h e  e n v i r o n ­
ment upon which th e  r o l e  o f  a c c o u n t i n g  i s  b e i n g  c a r r i e d  o u t .  Moonitz 
l i m i t s  h i s  a c c o u n t i n g  en v i ro n m e n t  t o  t h e  economic a c t i v i t y  o f  an 
" o r d e r l y  s o c i e t y . "50 T h i s  i n c l u d e s  t h e  economic a c t i v i t i e s  o f  non­
p r o f i t  o r g a n i z a t i o n s ,  i n c l u d i n g  g o v e rn m e n ta l  u n i t s ,  i n s o f a r  as  the  
"management o f  economic r e s o u r c e s  and t h e i r  c o n v e r s i o n  i n t o  g o a l s  and 
s e r v i c e s . "51 He c o n t i n u e s :
Elements  i n  t h e  en v i ro n m e n t  i n c l u d e  n a t u r a l  r e s o u r c e s  as 
w e l l  as  t h e  b r a i n  and musc le  o f  human b e i n g s ,  and a l s o  
imply t h e i r  c o m b in a t io n  in  a l l  c o n c e i v a b l e  s t a g e s .
F u r t h e r m o r e ,  th e  goods and s e r v i c e s  p roduced  a r e ,  f o r  the  
most  p a r t ,  d i s t r i b u t e d  t h ro u g h  exchange  o f  some s o r t ,  and 
n o t  consumed by the  p r o d u c e r s  t h e m s e l v e s .52
P a t t i l l o  p r o v i d e s  an e s s e n t i a l l y  s i m i l a r  env i ro n m en t  o f  
a c c o u n t i n g  b u t  he s p e c i f i c a l l y  m e n t io n s  t h e  s o c i a l  and p o l i t i c a l  
f u n c t i o n s  o f  gove rnm e n ta l  a g e n c i e s  as p r o v i d i n g  p r o t e c t i o n  and s e c u r i t y
50Mooni tz ,  The B a s ic  P o s t u l a t e s  o f  A c c o u n t i n g , op .  c i t . , p .  9.  
51l b i d . , p .  14.
- ^ I b i d . , p .  8.
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and p ro m o t in g  th e  g e n e r a l  w e l f a r e .  A l s o ,  s p e c i f i c a l l y  m en t ioned  i s  
t h e  e x i s t e n c e  o f  an e n t i t y  t o  p r o v i d e  t h e  e n v i r o n m e n t .53
The env i ronm en t  o f  a c c o u n t i n g  m en t ioned  in  APB S t a t e m e n t  No.
4 i s  e s s e n t i a l l y  th e  same as  P a t t i l l o ' s ;  however ,  th e  needs  and e x p e c ­
t a t i o n s  o f  u s e r s  o f  f i n a n c i a l  s t a t e m e n t s  as  " p a r t  o f  t h e  env i ronm en t  
t h a t  d e t e r m i n e s  t h e  type  o f  i n f o r m a t i o n  r e q u i r e d  o f  f i n a n c i a l  
a c c o u n t i n g "  has been added t o  t h e  a c c o u n t i n g  e n v i r o n m e n t . ^
I n  s p e c i f y i n g  an o r d e r l y  s o c i e t y  as a p a r t  o f  t h e  a c c o u n t i n g  
e n v i ro n m e n t ,  Moonitz mentioned  f l u x ,  ch an g e ,  and d i s o r d e r  as always 
u n s e t t l i n g  f o r  a c c o u n t i n g  which  may r e q u i r e  e i t h e r  s low  o r  r a p i d  
a d a p t a t i o n  d e p e n d in g  upon th e  m agn i tude  o f  t h e s e  s t a t e  o f  a f f a i r s .  
D e f i n i t e l y ,  Moonitz t h i n k s  t h a t  a c c o u n t i n g  l a n g u i s h e s  in  an u n s t a b l e  
e n v i r o n m e n t .
T h i s  s t u d y  b e l i e v e s  t h a t  s o c i e t y ,  w i t h  i t s  modes,  cu s to m s ,  
a t t i t u d e s ,  and th e  l i k e ,  p r o v i d e s  t h e  fundam en ta l  env i ro n m en t  o f  
a c c o u n t i n g .  S o c i e t y  encompasses  a l l  i t s  s e g m e n t s ,  w h e th e r  s o c i a l  or  
p o l i t i c a l  g r o u p s ,  o r  w h e th e r  th e y  a r e  i n d i v i d u a l s ,  a s s o c i a t i o n s ,  i n s t i ­
t u t i o n s  ( i n c l u d i n g  th e  b u s i n e s s  e n t e r p r i s e ) ,  gove rnm e n ta l  b o d i e s ,  and 
o t h e r s .  T h e r e f o r e ,  t h e  a c t i v i t i e s  o f  t h e  s o c i e t y  segments  which 
p r o v i d e  th e  s u b j e c t  m a t t e r  o f  a c c o u n t i n g  s h a l l  n o t  be l i m i t e d  to  e c o -
53james W. P a t t i l l o ,  The F o u n d a t i o n s  o f  F i n a n c i a l  A ccoun t ing  
(Ba ton  Rouge:  The L o u i s i a n a  S t a t e  U n i v e r s i t y  P r e s s ,  1965) ,  p .  21.
^AlCPA,  APB S ta t e m e n t  No. 4 ,  o p . c i t . .  p a r .  . 1 8 ,  p .  9063.
“̂ M o o n i t z ,  The B as ic  Po s t u l a t e s  o f  A c c o u n t i n g , l o c . c i t .
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nomic a c t i v i t i e s .  They s h a l l  i n c l u d e  s o c i a l  a c t i v i t i e s .  L i k e w i s e ,  
change  i s  p e r v a s i v e  in  our  s o c i e t y  t o d a y ,  and t h e r e f o r e ,  i t  i s  p a r t  
o f  th e  a c c o u n t i n g  e n v i ro n m e n t .  S t a b i l i t y  ( o r  i n s t a b i l i t y )  i s  n o t  a 
c r i t i c a l  f a c t o r  in  t h e  env i ronm en t  as Moonitz p r o p o s e s ,  f o r  as  lo ng  as 
t h e  need f o r  th e  s e r v i c e  o f  a c c o u n t i n g  e x i s t s ,  t h e  p r o f e s s i o n  has no 
c h o i c e  b u t  t o  p r o v i d e  such  s e r v i c e .  I n v a r i a b l y ,  t h i s  i s  c o n s i s t e n t  
w i t h  the  p r o f e s s i o n ' s  p h i l o s o p h y  o f  s e r v i c e  t o  s o c i e t y .
The O b j e c t i v e s  o f  A ccoup t ing
I n  d e a l i n g  w i t h  one a n o t h e r ,  e v e r y  segment o f  s o c i e t y  needs  
e i t h e r  s o c i a l  o r  economic d a t a .  T h e r e f o r e ,  i t  s h o u ld  be t h e  o b j e c t i v e  
o f  a c c o u n t i n g  to  s e r v e  such  n e e d s ,  and a c c o u n t i n g  p r i n c i p l e s ,  s t a n d a r d s ,  
p r a c t i c e s ,  and p r o c e d u r e s  and r u l e s  s h o u ld  be r e l a t e d  t o  t h e  need to  
p ro d u ce  such  d a t a  which would e n a b l e  them t o  d e a l  w i t h  each  o t h e r  w i t h  
t h e  same o p p o r t u n i t i e s ,  and a t  th e  same v a n t a g e  p o i n t s .
As d i s c u s s e d  e a r l i e r ,  t h i s  s h o u ld  be p a r t  o f  t h e  s p e c i f i c  
o b j e c t i v e s  o f  a c c o u n t i n g  which a r e  n e c e s s a r y  t o  a c c o m p l i s h  i t s  g l o b a l  
o r  p r im a ry  o b j e c t i v e  as  embodied in  i t s  p h i l o s o p h y  o f  s e r v i c e  t o  th e  
t o t a l  s o c i e t y .  The v a r i o u s  s p e c i f i c  o b j e c t i v e s  o f  a c c o u n t i n g  s u g g e s t e d  
in  th e  l i t e r a t u r e  has been c o d o f i e d  by th e  S tudy  Group on th e  O b j e c t i v e s  
o f  F i n a n c i a l  S t a t e m e n t s  o f  t h e  AICPA. The s tu d y  s u g g e s t s  t h a t  t h i s  
c o d i f i c a t i o n  o f  f i n a n c i a l  s t a t e m e n t  o b j e c t i v e s  i s  s u f f i c i e n t  as  a 
s t a r t i n g  p o i n t .  I t  i s  s u g g e s t e d ,  however ,  t h a t  b e c a u se  o f  t h e  r a p i d  
changes  and th e  dynamic a s p e c t s  o f  s o c i e t y  t o d a y ,  such  o b j e c t i v e s  s h a l l  
be th e  s u b j e c t  o f  a c o n t in u o u s  r e v i e w  a t  s p e c i f i e d  t ime i n t e r v a l s .  The 
S tudy  Group s p e c i f i e s  t h i s  p o i n t  in  i t s  t r a n s m i t t a l  l e t t e r  t o  t h e
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I n s t i t u t e  p r e s i d e n t :
. . .  Most i m p o r t a n t l y ,  s i g n i f i c a n t  e f f o r t s  s h o u ld  be made 
t o  c o n t i n u e  p r o g r e s s  on t h e  deve lopm en t  o f  o b j e c t i v e s  
from t h i s  p o i n t  on .  The o b j e c t i v e s  o f  f i n a n c i a l  s t a t e ­
ments  a r e  n o t  and s h o u ld  n o t  be s t a t i c ,  j u s t  as  th e  
b u s i n e s s  and f i n a n c i a l  en v i ro n m e n t  i n  our  c o u n t r y  i s  n o t
static.56
The A c c o u n t in g  P o s t u l a t e s
A c c o u n t in g  p o s t u l a t e s  p l a y  a s i g n i f i c a n t  r o l e  i n  t h e  formu­
l a t i o n  o f  a co n tem pora ry  a c c o u n t i n g  t h e o r y .  Th i s  i s  p a r t i c u l a r l y  t r u e  
i n  a d e d u c t i v e  sy s tem  o f  r e a s o n i n g .  The most  s i g n i f i c a n t  d i c t i o n a r y  
d e f i n i t i o n  o f  p o s t u l a t e  in  a c c o u n t i n g  a r e  : (1) "a p r o p o s i t i o n  advanced  
w i t h  t h e  c l a i m  t h a t  i t  be t a k e n  f o r  g r a n t e d  o r  as  a x i o m a t i c , "  and (2)  
"an  u n d e r l y i n g  h y p o t h e s i s  o r  a s s u m p t io n ." ^ ®  H endr ik sen  d e s c r i b e s  th e  
a p p l i c a t i o n  o f  t h e s e  meanings o f  p o s t u l a t e  as  f o l l o w s :
The f i r s t  o f  t h e  d e f i n i t i o n s  r e f e r s  t o  s t a t e m e n t s  which a r e  
assumed to  be g e n e r a l l y  a c c e p t e d  b u t  t h e  v a l i d i t y  o f  which  
i s  n e c e s s a r y  f o r  th e  a c c e p t a n c e  o f  o t h e r  p o s t u l a t e s  or  
g e n e r a l  p r i n c i p l e s ,  s t a n d a r d s ,  o r  p r o c e d u r e s .  Even though 
such  a p o s t u l a t e  i s  g e n e r a l l y  a c c e p t e d , how ever , i t  may be 
f a l s i f i e d  upon f u r t h e r  i n v e s t i g a t i o n  o r  found t o  be i r r e l e ­
v a n t  t o  f u r t h e r  deve lopm en t  o f  a c c o u n t i n g  t h o u g h t .  The 
second  d e f i n i t i o n  o f  a " p o s t u l a t e "  r e f e r s  t o  a h y p o t h e s i s  
t h a t  i s  as  y e t  unproven  and may, in  f a c t ,  n o t  r e q u i r e  p r o o f  
i f  i t  l e a d s  to  r e l e v a n t  i d e a s  and a l o g i c a l  deve lopm en t  o f  
t h o u g h t  and u s e f u l  c o n e l u s i o n s . 59
The use o f  th e  te rm in  a c c o u n t i n g  l i t e r a t u r e  d e n o t e s  e i t h e r
5 6 A I C P A ,  Ac c o u n t i n g  O b j e c t i v e s  Study Group,  loc  c i t .
57See the  f o l l o w i n g  s e c t i o n  on th e  p roposed  methodology o f  
t h i s  p ro p o s e d  con tem pora ry  a c c o u n t i n g  t h e o ry  c o n s t r u c t i o n .
58w e h s t e r ' s  T h i rd  I n t e r n a t i o n a l  D i c t i o n a r y , Unabr idged  ( S p r i n g ­
f i e l d ,  M a s s a c h u s e t t s :  G & G Merriam C o . ,  1961) ,  p.  1773.
5gl ' ld on S, llendr i k s e n , A cco u n t in g  T h e o r y , r e v i s e d  e d i t i o n  
(Homewood, I l l i n o i s :  R ic h a rd  D. I r w i n ,  I n c . ,  1970) ,  p.  95.
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o f  t h e s e  two d e f i n i t i o n s .  Tha t  a p o s t u l a t e  i s  a p r o p o s i t i o n  advanced  
w i t h o u t  s u p p o r t  o r  t a k e n  f o r  g r a n t e d  has  been advanced  by P r o f e s s o r  
Frank  Imke in  h i s  p roposed  s t r u c t u r e  f o r  a c c o u n t i n g  t h e o r y .  He i n d i c ­
a t e d  t h a t  h i s  p o s t u l a t e  " i s  a p r o p o s i t i o n  t a k e n  f o r  g r a n t e d . " ^  On 
th e  o t h e r  hand ,  the  Committee on Termino logy  of  t h e  Committee on 
A c c o u n t in g  P r o c e d u r e s  o f  the  AICPA used p o s t u l a t e  in  t h e  te rms o f  an 
unproven p r o p o s i t i o n .  I t  s a y s :
I n i t i a l l y ,  a c c o u n t i n g  p o s t u l a t e s  a r e  d e r i v e d  from e x p e r i e n c e  
and r e a s o n ;  a f t e r  p o s t u l a t e s  so d e r i v e d  have p ro v e d  u s e f u l ,  
th e y  become a c c e p t e d  as  p r i n c i p l e s  o f  a c c o u n t i n g . 61
For  th e  p u rp o s e  o f  t h i s  s t u d y ,  th e  l a t t e r  c o n n o t a t i o n  o f  a 
p o s t u l a t e  s h a l l  be u s e d ,  a l t h o u g h ,  i t  i s  a d m i t t e d  t h a t  c e r t a i n  p o s t u ­
l a t e s  t h a t  c o u ld  be c o n s t r u c t e d  based  on th e  a c c o u n t i n g  s t r u c t u r e  
p r o p o s e d  in  t h i s  r e s e a r c h  may f a l l ,  as  a m a t t e r  o f  c o n v e n i e n c e  or  
o t h e r w i s e ,  under  th e  f i r s t  meaning o r  usage  o f  t h e  t e r m . ^  This  
summation o f  p o s t u l a t e  by H e n r ik s e n  i s  o f  p a r t i c u l a r  a p p l i c a t i o n  to  
t h i s  s t u d y :
. . .  p o s t u l a t e s  a r e  b a s i c  a s s u m p t io n s  o r  fundam en ta l  p r o p o ­
s i t i o n s  c o n c e r n i n g  th e  econom ic ,  p o l i t i c a l ,  and s o c i o l o g i c a l  
env i ronm en t  in which a c c o u n t i n g  must  o p e r a t e .  The b a s i c
^ F r a n k  J .  Imke,  " R e l a t i o n s h i p s  in  A cco u n t in g  T h e o r y , "  The 
A c c o u n t in g  R ev iew , Vol.  XLI ( A p r i l ,  1966) ,  p .  321.
k^AICPA, Committees on A ccoun t ing  P ro c e d u re s  and A c c o u n t in g  
T e rm ino logy ,  o p . c i t . .  See "Review and Resume" s e c t i o n ,  p .  11.
^  2
Samuel J .  L am er t ,  I I I  made a d e t a i l e d  e x p o s i t i o n  c l a r i f y i n g  
c e r t a i n  te rms l i k e  ax iom s ,  p o s t u l a t e s ,  a s s u m p t io n s  and o t h e r  t e r m s .
See Samuel J .  Lamber t ,  111,  "A Study o f  th e  N a tu re  o f  B a s ic  A ssumpt ions  
in  D e d u c t iv e  T h e o r i e s  With A p p l i c a t i o n s  in  a Theory o f  F i n a n c i a l  
A c c o u n t in g  Measurement and O th e r  S e l e c t e d  A r e a s "  ( u n p u b l i s h e d  d o c t o r a l  
d i s s e r t a t i o n ,  L o u i s i a n a  S t a t e  U n i v e r s i t y ,  A ugus t ,  1973) ,  C h a p t e r  2.
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c r i t e r i a  a r e  t h a t  (1)  th e y  must  be r e l e v a n t  t o  t h e  d e v e ­
lopment o f  a c c o u n t i n g  l o g i c ;  t h a t  i s ,  th e y  must  s e r v e  as 
a f o u n d a t i o n  f o r  t h e  l o g i c a l  d e r i v a t i o n  o f  f a r t h e r  p r o ­
p o s i t i o n s ;  and (2)  th e y  must be a c c e p t e d  as  v a l i d  by th e  
p a r t i c i p a n t s  in  t h e  d i s c u s s i o n  as e i t h e r  b e i n g  t r u e  o r  
p r o v i d i n g  a u s e f u l  s t a r t i n g  p o i n t  as  an a s s u m p t io n  in  
t h e  deve lopm en t  o f  a c c o u n t i n g  logic.63
The A c c o u n t in g  P r i n c i p l e s
The a c c o u n t i n g  t e rm in o l o g y  com mit tee  a c c e p t e d  t h e  d i c t i o n a r y  
d e f i n i t i o n  o f  p r i n c i p l e  as "a g e n e r a l  law o r  r u l e  ad o p te d  o r  p r o f e s s e d  
as  a gu ide  to  a c t i o n ;  a s e t t l e d  ground o r  b a s i s  o f  co n d u c t  o r  p r a c ­
t i c e  . . . . " 6 ^  However, th e  Committee was q u ic k  in  g i v i n g  a w arn ing  
t h a t :
Care s h o u ld  be t a k e n  t o  make i t  c l e a r  t h a t ,  as  a p p l i e d  
t o  a c c o u n t i n g  p r a c t i c e ,  th e  word " p r i n c i p l e "  does  n o t  c o n ­
n o t e  a r u l e  from which  t h e r e  can be no d e v i a t i o n .  An 
a c c o u n t i n g  p r i n c i p l e  i s  n o t  a p r i n c i p l e  in  t h e  s e n s e  t h a t  
i t  a dm i t s  o f  no c o n f l i c t  w i t h  o t h e r  p r i n c i p l e s .  I n  many 
c a s e s ,  th e  q u e s t i o n  i s  which  o f  s e v e r a l  p a r t i a l l y  r e l e v a n t  
p r i n c i p l e s  has  d e t e r m i n i n g  a p p l i c a b i l i t y . ^
In  o t h e r  w ords ,  w h i l e  a p r i n c i p l e  i s  a g u ide  to  a c t i o n ,  and th e  means
t o  o b t a i n i n g  t h e  o b j e c t i v e ,  i t  i s  n o t  immutable law. P r o f e s s o r  Imke,
however ,  s u g g e s t s  t h a t  p r i n c i p l e s  a r e  u n l i k e l y  t o  c h a n g e . 66 Sprouse
and Moonitz e l a b o r a t e d  on t h i s  p o i n t :
I n  a dynamic w o r l d ,  d e t a i l e d  r u l e s  need t o  be a l t e r e d  as
k ^ H e n d r i k s e n , o p . c i t . ,  pp .  96-97 .
b4A!CPA, C ommittee on A ccoun t ing  P ro c e d u re s  and A ccoun t ing  
T e rm in o lo g y ,  l o c . c i t .
k'M b i d .
k (’l n i ke ,  l o c . c i t .
155
c o n d i t i o n s  o r  modes o f  t h o u g h t  c h a n g e .  But changes  i n  
t h e  d e t a i l e d  r u l e s  do n o t  n e c e s s a r i l y  a f f e c t  t h e  b road  
p r i n c i p l e s  and b a s i c  p o s t u l a t e s ,  a l l  o f  w hich  a r e  
comprehended i n  t h e  t e rm  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s .67
While a d o p t i n g  t h e  d e f i n i t i o n  o f  p r i n c i p l e  s t a t e d  ab o v e ,  t h i s  
s t u d y  do no t  a g r e e  e n t i r e l y  w i t h  t h e  s t a t i c  n a t u r e  o f  p r i n c i p l e s  and 
p o s t u l a t e s  s u g g e s t e d  by P r o f e s s o r s  Imke,  S p rouse  and M ooni tz .  I n  a 
dynamic and c h a n g in g  t i m e s ,  t h e  v a l u e s ,  modes c u s to m s ,  e t c . ,  o f  s o c i e t y  
ch an g e .  As expounded p r e v i o u s l y ,  t h e  r e s p o n s i v e n e s s  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n  (and  any i n s t i t u t i o n  f o r  t h a t  m a t t e r ) , t o  t h e  needs  o f  
s o c i e t y  i t  s e r v e s ,  depends  upon i t s  a b i l i t y  t o  r e c o g n i z e  and t o  a d a p t  
t o  t h e s e  c h a n g e s .  A d ap t in g  t o  t h e  needs  o f  s o c i e t y  r e q u i r e s  a 
r e e x a m i n a t i o n  o f ,  and u l t i m a t e l y ,  a change  i n  t h e  o b j e c t i v e s  o f  th e  
p r o f e s s i o n ,  and s i n c e  t h e  p r i n c i p l e s  a r e  g u id e  t o  a c t i o n  and a means 
o f  a t t a i n i n g  th e  o b j e c t i v e ,  i t  f o l l o w s  t h a t  su ch  p r i n c i p l e s  (and 
p e r h a p s ,  i n c l u d i n g  th e  r e l a t e d  p r a c t i c e s ,  p r o c e d u r e s  and r u l e s ) ,  must  
a l s o  be changed .  As a l r e a d y  d i s c u s s e d ,  f a i l u r e  t o  do so  may r e s u l t  i n  
t e l e o l o g i c a l  c o n t r a d i c t i o n s  be tween  t h e  o b j e c t i v e s  i n t e n d e d  t o  accom­
p l i s h e d  and t h e  g o a l s  b e i n g  p u r s u e d .  APR No. 4 a g r e e s  w i t h  t h i s  
c o n t e n t i o n .  I t  s a y s :
P r e s e n t  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  a r e  th e  
r e s u l t  o f  an e v o l u t i o n a r y  p r o c e s s  t h a t  c an  be e x p e c t e d  
t o  c o n t i n u e .  P r i n c i p l e s  changes  in  r e s p o n s e  t o  changes  
i n  economic and s o c i a l  c o n d i t i o n s ,  t o  new knowledge and 
t e c h n o l o g y ,  and t o  demands by u s e r s  f o r  more s e r v i c e a b l e  
f i n a n c i a l  i n f o r m a t i o n  . . . .  N e v e r t h e l e s s ,  beca use  th e
^^Sprouse  and M oon i tz ,  op.  c i t . . p .  1.
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p r i n c i p l e s  a r e  c o n v e n t i o n a l  and have been  d e v e l o p e d  i n  
r e l a t i o n  t o  a s p e c i f i c  en v i ro n m e n t  and w i t h  a s s u m p t i o n s  
a b o u t  needed  f i n a n c i a l  i n f o r m a t i o n ,  th e y  a r e  a l l  s u b j e c t  
t o  r e v i e w ,  e v a l u a t i o n ,  and p o s s i b l e  c h a n g e .
In  a p p l y i n g  t h e  framework o f  t h e  c o n te m p o ra ry  a c c o u n t i n g  
t h e o r y  p ro p o s e d  i n  t h i s  s t u d y ,  i t  i s  s u g g e s t e d  t h a t  t h e  a c c o u n t i n g  
p o s t u l a t e s  and p r i n c i p l e s  have t o  be examined c r i t i c a l l y  t o  a s s e s s  th e  
im pact  o f  t h e  s h i f t i n g  g o a l s  o f  t h e  c o r p o r a t e  e n t e r p r i s e  from th e  
s i n g l e - m i n d e d  p r o f i t  m o t ive  to  t h e  em erg ing  m u l t i - g o a l s  o f  t h e  c o r p o r ­
a t i o n  advanced  by such  w r i t e r s  as  P r i n c e , ^9 B edfo rd  and D o p u c h , 70 
and L a d d . M o r e  i m p o r t a n t l y ,  t h e  t im e  has come t o  r e v i v e  t h e  d i s ­
c u s s i o n  r e g a r d i n g  th e  t h r e e  p r i n c i p l e s  - -  j u s t i c e ,  t r u t h ,  and f a i r ­
n e s s  - -  p ro p o s e d  by DR S c o t t 7 2  i n t h e  e a r l y  f o r t i e s  w i t h  r e f e r e n c e  
t o  th e  b roadened  s o c i a l  r o l e  o f  t h e  p r o f e s s i o n .  P a t t i l l o  has  p r o v id e d  
p e r s u a s i v e  a rgum en ts  t o  s u p p o r t  t h e s e  p r i n c i p l e s  which  need f u r t h e r  
s t u d y . 73
k®AICPA, APB S ta t e m e n t  No. 4 ,  p a r .  . 3 2 ,  p .  9065 .
^ T hom as  P r i n c e ,  E x t e n s i o n  o f  t h e  B o u n d e r i e s  o f  A cco u n t in g  
Theory ( C i n c i n n a t i ,  Ohio :  S o u th -W e s te rn  P u b l i s h i n g  C o . ,  1963) .
^ B e d f o r d  and Dopuch,  o p . c i t .
7l Ladd,  op.  c i t .
72[)r S c o t t ,  " B a s i s  f o r  A cco u n t in g  P r i n c i p l e s , "  The A ccoun t ing  
R ev iew , Vol.  XVI (December,  1941) ,  pp .  341-349.
7 3 p a t t i 1 l o , o p . c i t . For a th o ro u g h  e v a l u a t i o n  o f  t h e  w r i t i n g s  
on th e  l i t e r a t u r e  c o n c e r n i n g  th e  r a t i o n a l e  and th e  b a s i s  f o r  t h e s e  
p r i n c i p l e s ,  s ee  J .  L ouderback ,  I I I ,  " E t h i c a l  C o n s i d e r a t i o n s  i n  A c c o u n t ­
in g  Theorv F o r m u l a t i o n s "  ( u n p u b l i s h e d  Ph.  D. d i s s e r t a t i o n ,  U n i v e r i s t y  
o f  F l o r i d a ,  1970) .
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The A c c o u n t in g  S tandards
The Committee t o  P r e p a r e  a c t a t e m e n t  o f  B a s i c  A cc o u n t in g
Theory o f  t h e  Amer ican A ccoun t ing  A s s o c i a t i o n  l i s t e d  two p u r p o s e s
b e i n g  s e r v e d  by s t a n d a r d s :
. . .  F i r s t ,  they  c o n s t i t u t e  a b a s i s  o r  p o i n t  o f  d e p a r t u r e  
f o r  a p p r a i s i n g  t h e  v a l i d i t y  o r  adequacy  o f  any a c c o u n t i n g  
method i n  v iew o f  t h e  i n f o r m a t i o n  t h a t  i t  p r o d u c e s ;
Second,  t h e y  p r o v i d e  a  mechanism f o r  d e t e r m i n i n g  th e  d e g r e e  
o f  com pl iance  r e q u i r e d  f o r  i n f o r m a t i o n  r e l a t e d  t o  a p a r t i ­
c u l a r  u s e . 74
E v i d e n t l y ,  t h e  f o r m u l a t i o n  o f  t h e s e  s t a n d a r d s  i s  c r u c i a l  i n  
e s t a b l i s h i n g  a framework f o r  a c c o u n t i n g  t h e o r y .  The r e a s o n  i s  t h a t  
an u n n e c e s s a r i l y  s t r i c t  s t a n d a r d  r e d u c e s  t h e  f l e x i b i l i t y  o f  t h e  
a c c o u n t i n g  p r o f e s s i o n  i n  r e a c t i n g  t o  changes  i n  i t s  e n v i ro n m e n t .  L i k e ­
w i s e ,  a l a x  s t a n d a r d  may a f f e c t  t h e  u s e f u l n e s s  o f  t h e  a c c o u n t i n g  d a t a .  
U n f o r t u n a t e l y ,  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  c o n f r o n t e d  w i t h  s e r i o u s  
p rob lem s  r e s u l t i n g  from t h e  u n n e c e s s a r i l y  r i g i d  s t a n d a r d s  f o r m u l a t e d  
by th e  Amer ican  A c c o u n t in g  A s s o c i a t i o n .  These s t a n d a r d s  a r e  r e l e v a n c e ,  
v e r i f i a b i l i t y ,  f reedom from b i a s ,  and q u a n t i f i a b i l i t y . ^5
I n  t h i s  e r a  o f  e x p an d in g  a c c o u n t a b i l i t y  f o r  t h e  c o r p o r a t e  
e n t e r p r i s e ,  t h e s e  s t a n d a r d s  s u f f e r  from o b s o l e s c e n c e .  As t h e  d e v e l ­
opment and im p o r tan ce  o f  s o c i a l  a c c o u n t i n g  i n c r e a s e s ,  t h e  s t a n d a r d s  
o f  v e r i f i a b i l i t y  and q u a n t i f i a b i l i t y  w i l l  no l o n g e r  be u s e f u l .  T h e r e ­
f o r e ,  r e s e a r c h  in t h i s  a r e a  n e c e s s i t a t e s  im media te  a t t e n t i o n .  S e v e r a l  
c o n c e p t s  a r e  p ro p o s e d  in  t h e  l i t e r a t u r e  as  p o s s i b l e  s t a n d a r d s  which
^ A m e r i c a n  A ccoun t ing  A s s o c i a t i o n ,  The Committee to  P r e p a r e  
A S ta t e m e n t  o f  Bas ic  A ccoun t ing  Theory ,  op.  c i t . , p .  8.
7 Îbi J . , p . 7.
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d e s e r v e  m e n t io n  i n  t h i s  s e c t i o n .
The common p r o p o s a l  f o r  an a c c o u n t i n g  s t a n d a r d  i s  i d e n t i f i e d  
w i t h  t h e  p r a g m a t i c  a p p ro a c h  which  a d h e r e s  t o  t h e  u s e f u l n e s s  o f  
a c c o u n t i n g  d a t a . U n d o u b t e d l y ,  u s e f u l n e s s  as a s t a n d a r d  i s  i n a d e ­
q u a t e ;  a c c o u n t i n g  d a t a  may be u s e f u l  b u t  n o t  r e l e v a n t  o r  v i c e - v e r s a .  
The s o c i o l o g i c a l  c o n c e p t s  o f  j u s t i c e ,  t r u t h  and f a i r n e s s  p ro p o s e d  by 
DR S c o t t 77 have some m e r i t  f o r  renewed e x a m i n a t i o n  b e c a u se  o f  t h e  
s o c i a l  o r i e n t a t i o n  o f  a c c o u n t i n g  and th e  c u r r e n t  demands f o r  non-  
f i n a n c i a l  r e p o r t s .  P a t t i l l o  p ro p o sed  f a i r n e s s  as  h i s  s o l e  s t a n d a r d . 78 
However,  j u s t i c e ,  t r u t h ,  and f a i r n e s s  have been  h e a v i l y  c r i t i c i s e d  
by a c c o u n t i n g  t h i n k e r s ,  i n c l u d i n g  A r n e t t 7 9  and Moonitz®^ f o r  l a c k  
o f  o p e r a t i o n a l  c o n t e n t .  In  a d d i t i o n ,  f a i r n e s s  a l o n e  as  s t a n d a r d  
p ro p o s e d  by P a t t i l l o  s u f f e r s  from th e  t e s t  o f  u s e f u l n e s s ,  t h a t  i s ,  an 
i n f o r m a t i o n  may be " f a i r "  b u t  p e r h a p s ,  may n o t  be u s e f u l .
76see such  a r t i c l e s  in  The A cc o u n t in g  Review a s :  Horace 
G i v e n s , " B a s i c  A c c o u n t in g  P o s t u l a t e , "  V o l .  XLI ( J u l y ,  1 966 ) ,  p p .  458-  
463 ;  Howard J .  S n a v e l y ,  "A c coun t ing  I n f o r m a t i o n  C r i t e r i a , "  V o l .  XLII 
( A p r i l ,  1967) ,  pp .  223-232;  James M. Fremgen,  " U t i l i t y  and A c c o u n t in g  
P r i n c i p l e s , "  Vol.  XLII ( J u l y ,  1967) ,  p p . 4 5 7 -467 ;  F e g i n a l d  S. G y n th e r ,  
"A c co u n t in g  Concep t s  and B e h a v i o r a l  H y p o t h e s i s ,  Vol.  XLII ( A p r i l ,  
1967 ) ,  pp .  274-290;  Tom Cowan, "Are T r u t h  and F a i r n e s s  G e n e r a l l y  
A c c e p t e d ? , "  V o l .  XL ( O c t o b e r ,  1 965 ) ,  pp .  788-794 ,  and many o t h e r s .
77dr S c o t t ,  l o c .  c i t .
78pa ttillo, op. ci t . , p. 6.
79iiarold A r n e t t ,  "The Concept  o f  F a i r n e s s , "  The A cco u n t in g  
Review, Vol .  XLII ( A p r i l ,  1967) ,  pp .  291-297 .
®^Moonitz,  The B a s ic  P o s t u l a t e s  o f  A c c o u n t i n g , o p . c i t . .
pp.  3 - 5 .
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S o r te r® ^  and J o h n s o n ® ^  p ro p o s e d  a r a t h e r  n o v e l  way o f  
r e p o r t i n g  a c c o u n t i n g  d a t a .  Known as  t h e " e v e n t s  t h e o r y , "  i t  s e e k s  t o  
r e p o r t  a c c o u n t i n g  d a t a  w i t h  l e s s e r  a g g r e g a t i o n  so  t h a t  su ch  d a t a  c o u l d  
be used by a wide  v a r i e t y  o f  d e c i s i o n  m ode ls .  Faced w i t h  s e r i o u s  
c r i t i c i s m s  r e g a r d i n g  t h e  r e l e v a n c e  o f  d a t a ,  S o r t e r  a r g u e s  t h a t  t h e  
" e v e n t s "  t h e o r y  s e e k s  t o  r e p o r t  t h e  e v e n t  w hich  i s  r e l e v a n t  by 
a c q u i r i n g  knowledge o f  t h e  u s e r s '  needs.®®
F re m g e n ' s  p r o p o s a l  f o r  t h e  f o r m u l a t i o n  o f  a c c o u n t i n g  p r i n c i ­
p l e s  a p p e a r s  t o  be more r e l e v a n t  in  t h e  f o r m u l a t i o n  o f  s t a n d a r d s .
His p r o p o s a l  seems t o  combine t h e  u s e f u l n e s s  c o n c e p t ,  " e v e n t s "  t h e o r y  
and f a i r n e s s . ® ^  He o b j e c t s  t o  t h e  d e f i n i t i o n  o f  t h e  f i n a n c i a l  s t a t e ­
ment u s e r s  b e c a u se  o f  t h e  d a n g e r  o f  b i a s i n g  th e  c o n t e n t s  o f  t h e  r e p o r t  
and n e g l e c t i n g  o t h e r  p o t e n t i a l  users .®® C u r r e n t  r e p o r t i n g  p r a c t i c e  
was c r i t i c i z e d  by R a b y ® 6  b e c a u se  he f e l t  t h a t  r e p o r t i n g  and i n t e r ­
p r e t i n g  an a c c o u n t i n g  phenomena a r e  b e i n g  done s i m u l t a n e o u s l y  i n  our  
a c c o u n t i n g  r e p o r t s .  He s u g g e s t e d  t h a t  t h e  r e p o r t i n g  a s p e c t  o f  
a c c o u n t i n g  s h a l l  be s e p a r a t e d  from th e  i n t e r p r e t a t i o n .  Under h i s
Q I
George H. S o r t e r ,  "An ' E v e n t s '  Approach t o  B as ic  A c c o u n t in g  
T h e o r y , "  The A c c o u n t in g  Review, Vol.  XLIV ( J a n u a r y ,  1969) ,  pp .  12-19 .
B^Orace Johnson ,"Tow ard  an " E v e n t s '  Theory  o f  A c c o u n t i n g , "
The A c c o u n t in g  R ev iew , Vol.  XLV ( O c to b e r ,  1970) ,  pp .  641-653 .
®®Sorte r ,  o p . c i t . ,  p .  14.
B^Fremgen,  op.  c i t . ,  pp .  4 5 8 -459 .
85I b i d .
86Wi H iam R aby , "The Two F aces  o f  A c c o u n t i n g , "  The A c c o u n t in g  
R ev iew . Vol.  XXXIV ( J u l y ,  1959) ,  pp .  4 5 2 -461 .
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p r o p o s a l ,  s p e c i a l  r e p o r t s  ( i n t e r p r e t a t i o n )  may be p r e p a r e d  f o r  a 
s p e c i f i c  g roup n e e d i n g  t h e  d a t a . 87 A l though  Raby d i d  n o t  t o u c h  on 
a c c o u n t i n g  s t a n d a r d s ,  h i s  i d e a  i s  i n t e r e s t i n g  b e c a u se  i t  cou ld  
i n f l u e n c e  t h e  f o r m u l a t i o n  o f  a c c o u n t i n g  s t a n d a r d s .
P u t t i n g  t h e s e  p r o p o s a l s  t o g e t h e r ,  i t  i s  p o s s i b l e  t h a t  a 
m e a n in g f u l  b a s i s  f o r  a f l e x i b l e  a c c o u n t i n g  s t a n d a r d  c o u ld  be i d e n t i ­
f i e d .  S t a r t i n g  w i t h  R a b y ' s  a rg u m e n t ,  he m a i n t a i n s  t h a t  t h e r e  i s  no 
r e a l  owner o f  t h e  e n t i t y  b u t  t h e  e n t i t y  i t s e l f  which  m a i n t a i n s  good 
r e l a t i o n s h i p  w i t h  t h e  v a r i o u s  p a r t i c i p a n t s . 88 T h i s  a rgument e s t a b ­
l i s h e s ,  a s  i t  was e s t a b l i s h e d  in  C h a p t e r  I I  t h a t  t h e  e n t i t y  i s  r e a l ;  
t h e r e f o r e ,  i n  r e p o r t i n g  t h e  a c t i v i t i e s  o f  t h e  e n t i t y ,  t h e  r e p o r t  
s h a l l  n o t  be i n t e n d e d  t o  f i t  any p a r t i c u l a r  d e c i s i o n  model .  The r e p o r t  
s h a l l  be c o n s t r u c t e d  from th e  e n t i t y ' s  p o i n t  o f  v iew ,  t h a t  i s ,  t o  
r e p o r t  wha t  a c t u a l l y  t r a n s p i r e d  i n  th e  e n t i t y  d u r i n g  a s p e c i f i e d  t ime 
p e r i o d .  I n t e r e s t i n g l y ,  t h i s  i s  s i m i l a r  t o  th e  " e v e n t s "  t h e o r y  
advanced  by S o r t e r  and J o h n s o n .  Moreover ,  s i n c e  t h e  r e p o r t  c o v e r s  
what  a c t u a l l y  t r a n s p i r e d  i n  t h e  e n t i t y ,  and from th e  e n t i t y ' s  p o i n t  
o f  v iew ,  no f i n a n c i a l  d a t a  u s e r  i s  f a v o r e d ,  and t h e r e f o r e ,  each  u s e r  
can  f i n d  h i s  r e l a t i v e  i n t e r e s t  in  t h e  e n t i t y .  C o n c e i v a b l y ,  t h i s  
s i t u a t i o n  f i t s  i n t o  t h e  f a i r n e s s  s t a n d a r d  p ro p o sed  by P a t t i l l o .
Raby w ants  t h e  r e p o r t i n g  and i n t e r p r e t i n g  o f  what  t r a n s p i r e d  
i n  t h e  e n t i t v  to  be s e g r e g a t e d .  R e p o r t i n g  o f  what  t r a n s p i r e d  may 
c o n v i n c e  a c c o u n t i n g  s c h o l a r s  t h a t  v e r y  r i g i d  a c c o u n t i n g  s t a n d a r d s  
s i m i l a r  to  t h o s e  s u g g e s t e d  by th e  American A c c o u n t in g  A s s o c i a t i o n  may
8 Î b i d . , p .  455. 88I b i d . . p .  454.
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no l o n g e r  be u s e f u l .  As a r e s u l t  t h e  deve lopm en t  o f  s o c i a l  a c c o u n t i n g  
may be speeded  up ,  and th e  a c c o u n t i n g  p r o f e s s i o n  would be a b l e  t o  
r e p o r t  a l l  t h e  a c t i v i t i e s  o f  t h e  e n t i t y ,  i n c l u d i n g  s o c i a l  p ro g ra m s ,  
t h a t  a f f e c t s  t h e  w e l f a r e  o f  t h e  t o t a l  s o c i e t y .  T h i s  ty p e  o f  r e p o r t i n g  
model i s  c o n s i s t e n t  w i t h  t h e  o b j e c t i v e s  o f  t h e  s o c i o l o g i c a l  a p p ro a c h  
o f  t h e o r y  c o n s t r u c t i o n .  S i m i l a r l y ,  t h e  e t h i c a l  c o n c e p t s  o f  t r u t h  
j u s t i c e ,  and f a i r n e s s  w i l l  a l s o  be s a t i s f i e d  b eca u se  a c c o u n t i n g  
r e p o r t s  t h e  t r u t h . 89 Df wh a t  t r a n s p i r e d  i n  t h e  e n t i t y .  I n  a d d i t i o n ,  
t h e  r e p o r t  i s  made from th e  p o i n t  o f  view o f  t h e  e n t i t y  which  would 
remove t h e  p o s s i b i l i t y  o f  f a v o r i n g  anybody.  Th i s  s a t i s f i e s  t h e  t r u t h ,  
j u s t i c e  and f a i r n e s s  c o n c e p t s  o f  t h e  e t h i c a l  a p p ro a c h .
A l s o ,  F rem gen 's  p r o p o s a l  which  encompasses  u s e f u l n e s s ,  the  
" e v e n t s "  t h e o r y ,  and f a i r n e s s  w i l l  be s a t i s f i e d .  F i n a l l y ,  th e  
s t a n d a r d  o f  r e l e v a n c e  w i l l  a l s o  be adop ted  f o r  p r a g m a t i c  r e a s o n s .
In  summary, i f  a c c o u n t i n g  r e p o r t s  what  t r a n s p i r e d  in  t h e  
e n t i t y ,  t h e  c o n t r o v e r y  as  t o  t h e  most p r e f e r a b l e  a c c o u n t i n g  s t a n d a r d  
w i l l  be s e t t l e d  to  t h e  s a t i s f a c t i o n  o f  a l l  t h e  p r o t a g o n i s t s .
The b a s i c  c r i t i c i s m  a g a i n s t  t h e  c o n c e p t s  o f  t r u t h ,  f a i r ­
n e s s ,  and j u s t i c e  i s  a d d r e s s e d  t o  t h e i r  s u b j e c t i v e n e s s .  I t  a p p e a r s  
t h a t  c r i t i c s  o f  t h e s e  c o n c e p t s  d e f i n e  them in  te rm s  o f  an o u t s i d e r ' s  
( e x t e r n a l  to  t h e  f i r m ) ,  p e r c e p t i o n .  In  o t h e r  w ords ,  t h e  c r i t i c s '  
c o n c e p t  o f  t r u t h  i s  what  p e o p l e  t h i n k  i t  i s  t r u e , r a t h e r  th a n  t r u t h  
i t s e l f .  Th is  w r i t e r  t h i n k s  t h a t  t h i s  view b e c lo u d s  t h e  p o t e n t i a l  
v a l u e  o f  t h e s e  c o n c e p t s .  T r u t h  s h a l l  be d e f i n e d  i n  te rms o f  what  
happened no t  what  p e o p le  t h i n k  h ap p e n e d . T h e r e f o r e ,  the  co n ce p t  
o f  t r u t h  i s  s e rv e d  by r e p o r t i n g  what  t r a n s p i r e d  in  th e  e n t i t y .  
O b v io u s ly ,  t h i s  meaning o f  t r u t h  i s  c o n s i s t e n t  w i t h  th e  " e v e n t s "  
t h e o r y  and R ab y ' s  " r e p o r t i n g  what  t r a n s p i r e d  in  t h e  e n t i t y . "  On 
b a s i s ,  j u s t i c e  and f a i r n e s s  would be s u b s e r v i e n t  t o  t r u t h ,  because  
what  i s  t r u e  i s  f a i r  and j u s t . "
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The A cco u n t in g  P r a c t i c e s ,  P r o c e d u r e s  
and Ru les
A cco u n t in g  p r a c t i c e s  encompass a l l  a c t i o n s  which  in v o l v e  t h e  
a p p l i c a t i o n  o f  a c c o u n t i n g  knowledge in  s p e c i f i c  s i t u a t i o n s .  While 
t h e s e  a r e  a c t i o n s  which g iv e  e f f e c t  to  t h e  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p l e s ,  th e y  s h o u ld  n o t  v i o l a t e  t h e  a c c o u n t i n g  
s t a n d a r d s .  O b v io u s ly ,  t h e  a c c o u n t a n t  i s  f r e e  t o  use  o r  e x p e r im e n t  
any p r a c t i c e  he chooses  as long  as i t  i s  c o n s i s t e n t  w i t h  th e  
c o n s t r a i n t s  imposed by a c c o u n t i n g  s t a n d a r d s .  Th i s  e x p l a i n s  th e  
e x i s t e n c e  o f  many a c c o u n t i n g  p r a c t i c e s ,  as  w e l l  as  a l t e r n a t i v e  
a c c o u n t i n g  p r a c t i c e s .
A cc o u n t in g  p r o c e d u r e s  and r u l e s  a r e  t h e  s p e c i f i c  a c t i o n s  
u n d e r l y i n g  a c c o u n t i n g  p r a c t i c e s .  These s p e c i f i c  a c t i o n s  a r e  so 
p l e n t i f u l  t h a t  c o d i f i c a t i o n  i s  v i r t u a l l y  i m p o s s i b l e .  P r o f e s s o r  
Imke c l a s s i f i e d  t h e s e  p r o c e d u r e  and r u l e s  i n t o  i n s t r u c t i o n s  and 
a c t i v i t i e s .  I n s t r u c t i o n s ,  a c c o r d i n g  to  P r o f e s s o r  Imke a r e  " s t a t e ­
ments c o n c e r n i n g  what  i s  t o  be done and how and why an a c c o u n t i n g
90
a c t i v i t y  i s  t o  be p e r fo rm e d .  On t h e  o t h e r  h and ,  a c t i v i t i e s  a r e
a c t i o n s  n e c e s s a r y  to  c a r r y  o u t  t h e  i n s t r u c t i o n s .  C l a s s i f i e d  as
i n s t r u c t i o n s  a r e  r u l e s  and d i r e c t i v e s ,  w h i l e  p r o c e d u r e s  and methods
91a r e  combined under  d i r e c t i v e s .
Proposed  Con temporary  A ccoun t ing  Theory 
S t r u c t u r e :  A R e c a p i t u l a t i o n
A s t e p  bv s t e p  d e s c r i p t i o n  o f  th e  p roposed  con tem pora rv
90 91
Imke, o p . c i t . , pp. 321-322 .  I b i d . , p.  322.
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accounting theory s truc ture  i s  presented below:
The a c c o u n t i n g  env i ronm en t  - The a c c o u n t i n g  p r o f e s s i o n  i s  a 
s o c i a l  i n s t i t u t i o n ;  i t s  fundam en ta l  r e s p o n s i b i l i t y  i s  t o  s e r v e  th e  
needs  o f  s o c i e t y .  T h e r e f o r e ,  i t s  r e a l m  o f  a c t i v i t y  and i n f l u e n c e  
i s  d e t e rm in e d  by:
(1) S o c i e t y  i t s e l f ,  and a l l  t h e  i n s t i t u t i o n s ,  
s o c i a l ,  economic ,  or  p o l i t i c a l ,  and i n d i ­
v i d u a l  g roups  w i t h i n  i t ,  c h a r a c t e r i z e d  by 
p e r v a s i v e  norms,  v a l u e s ,  c o n d u c t ,  a t t i t u d e s ,  
e t c .
(2)  I n t e r a c t i o n s  and a c t i v i t i e s  o f  s o c i e t y  s e g m e n t s ,  
i n c l u d i n g  th e  modern c o r p o r a t i o n ,  which  p r o ­
v id e s  t h e  d a t a  as t h e  s u b j e c t  m a t t e r  o f  
a c c o u n t i n g .
(3)  Change which  s e r v e s  as a c a t a l y s t  f o r  a dynamic 
soc i e t y .
S o c i a l  p o s t u l a t e s  have t o  be f o r m u l a t e d  t o  a s s u r e  a l o g i c a l
f o u n d a t i o n  of  th e  e n t i r e  th e o ry  s t r u c t u r e .  An example o f  t h i s  s o c i a l
p o s t u l a t e  may be worded as  f o l l o w s :
There i s  an em erg ing  s h i f t  in  c o r p o r a t e  b e h a v i o r  from 
th e  maximum p r o f i t  c r i t e r i o n  to  th e  p ro m o t io n  of  
m u l t i - g o a l s  as  w e l l  as  the  g o a l s  of  th e  i n d i v i d u a l s  
and s o c i e t y .
The a c c o u n t i n g  p h i l o s o p h y  - The a c c o u n t i n g  p r o f e s s i o n  must  
f o r m u l a t e  a fundam en ta l  s t a t e m e n t  o f  i t s  s o c i a l  r o l e .  Th i s  s t a t e ­
ment must be broad  enough so t h a t  the  s e r v i c e  o f f e r e d  by the  
p r o f e s s i o n  is  o r i e n t e d  towards  the  t o t a l  s o c i e t y .  Of s i g n i f i c a n c e  
t o  t h i s  s t a t e m e n t  is  the  t o t a l  s e r v i c e  o f f e r i n g  o f  the  p r o f e s s i o n  
( t o  some e x t e n t ,  t h i s  s e r v e s  as a c o n s t r a i n t ) ,  r e p r e s e n t e d  by i t s
t a x ,  m a n a g e r i a l ,  f i n a n c i a l  and s o c i a l  a c c o u n t i n g  s e r v i c e s .  This
fundamenta l  s t a t e m e n t  was d i s c u s s e d  e a r l i e r  as  a s o c i a 1l y - o r i e n t e d
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a c c o u n t in g  p h i lo s o p h y .  C o n se q u e n t ly ,  p o s t u l a t e s  s h a l l  be d e r iv e d
from t h i s  s e r v i c e  p h i l o s o p h y  o r  fu n d a m e n ta l  s t a t e m e n t .  Th i s
p o s t u l a t e  may be worded as  f o l l o w s :
A cco u n t in g  e x i s t s  t o  s e r v e  s o c i e t y  by p r o v i d i n g  
economic and s o c i a l  d a t a  i n  a c c o r d a n c e  w i t h  t h e  
needs  of  d e c i s i o n - m a k e r s  t o  promote t h e  e f f e c t i v e  
and e f f i c i e n t  a l l o c a t i o n  of  s c a r c e  r e s o u r c e s .
The a c c o u n t i n g  o b j e c t i v e s  -  These a r e  t h e  s p e c i f i c  
o b j e c t i v e s  o f  a c c o u n t i n g  to  implement t h e  b road  s o c i a l  s e r v i c e  
p h i l o s o p h y  o f  t h e  c o r p o r a t i o n .  A r e c e n t  example of  such  s p e c i f i c  
o b j e c t i v e s  i s  th e  S tudy G ro u p ' s  r e p o r t  on t h e  o b j e c t i v e s  of  
f i n a n c i a l  s t a t e m e n t s .
The a c c o u n t i n g  p o s t u l a t e s  -  These p o s t u l a t e s  a r e  d e r i v e d  
from th e  s p e c i f i c  o b j e c t i v e s  m ent ioned  above .  These a r e  b a s i c  
a s s u m p t io n s  upon which p r i n c i p l e s  r e s t .  As c o n c e iv e d  i n  t h i s  s t u d y ,  
t h e s e  p o s t u l a t e s  may not  be d i f f e r e n t  from th e  p o s t u l a t e s  mentioned  
in  th e  l i t e r a t u r e .  No a t t e m p t ,  however ,  has  been made to  prove  
t h i s  a s s e r t i o n .  Of c o u r s e ,  added p o s t u l a t e s  have to  be f o r m u l a t e d  to  
cover  t h e  r e s p o n s i b i l i t y  of  a c c o u n t i n g  in  d e a l i n g  w i th  n o n - f i n a n c i a l  
( s o c i a l )  a c t i v i t i e s  o f  t h e  f i r m .
The t e s t i n g  p r o c e s s  -  These p o s t u l a t e s  have t o  be t e s t e d  
o r  v e r i f i e d  to  a s c e r t a i n  t h e i r  u s e f u l n e s s  o r  a p p l i c a b i l i t y .  There ­
a f t e r ,  t h e  p o s t u l a t e s  t h a t  w i t h s t a n d  t h e  t e s t  and found u s e f u l  s h a l l  
form p a r t  of  th e  a c c o u n t i n g  p r i n c i p l e s .
The a c c o u n t i ng p r i n c i p l e s  -  These p r i n c i p l e s  may be gene­
r a l l y  a c c e p t e d  o r  j u s t  a c c e p te d  by t h e  p r o f e s s i o n  under  c e r t a i n  
s p e c i f i e d  c i r c u m s t a n c e s .  Moreover ,  th e y  a r e  g u id e s  to  a c c o u n t i n g  
a c t i o n .
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The a c c o u n t in g  s ta n d a r d s  -  These  a r e  c o n c e p t s  a g a i n s t  which
a c c o u n t i n g  a c t i o n s  must be j u d g e d .  They s e r v e  a s  a p o i n t  o f  d e p a r t u r e
o r  a s  a mechanism f o r  j u d g i n g  com pl iance  w i t h  t h e  d e s i r e d  q u a l i t y  o r
s p e c i f i c a t i o n  o f  th e  outcome ( a c c o u n t i n g  i n f o r m a t i o n  ) p ro d u ced .
The a c c o u n t i n g  p r a c t i c e s ,  p r o c e d u r e s  and r u l e s  -  A ccoun t ing
p r a c t i c e s  i n v o l v e  the  a p p l i c a t i o n  o f  a c c o u n t i n g  to  s p e c i f i c  s i t u a t i o n s .
These a r e  a c t i o n s  t h a t  a r e  n e c e s s a r y  to  g i v e  e f f e c t  to  a c c o u n t i n g
p r i n c i p l e s .  A ccoun t ing  p r o c e d u r e s  and r u l e s  a r e  t h e  s p e c i f i c
a c t i o n s  u n d e r l y i n g  a c c o u n t i n g  p r a c t i c e s .  These a c c o u n t i n g  p r a c t i c e s ,
p r o c e d u r e s  and r u l e s  must  p roduce  r e s u l t s  which meet  t h e  t e s t  o f
a c c o u n t i n g  s t a n d a r d s .
A g r a p h i c a l  p r e s e n t a t i o n  o f  t h i s  con tem pora ry  a c c o u n t i n g
t h e o r y  s t r u c t u r e  i s  p r e s e n t e d  i n  F ig u r e  6.  C e r t a i n  i d e a s  i n  p r e s e n t i n g
92
t h i s  s t r u c t u r e  has  been adop ted  from t h e  works o f  P r o f e s s o r  Imke.
The A ccoun t ing  Methodology
The app ro ac h  t o  t h e  f o r m u l a t i o n  o f  t h e  p roposed  s t r u c t u r e
f o r  a con tem pora ry  a c c o u n t i n g  t h e o r y  i s  a c r o s s - s e c t i o n  o f  s i x
93
r e s e a r c h  m e th o d o l o g i e s .  F i r s t ,  t h e  t h e o r y  s t r u c t u r e  i s  c o n ce iv ed
Imke , op.  c i t .
93A co m b in a t io n  of  d i f f e r e n t  m e th o d o lo g i e s  i s  known as  e c l e c ­
t i c  a p p ro a c h .  For an e l a b o r a t i o n  o f  t h e s e  m e t h o d o l o g i e s ,  s e e  H e n d r ik s e n ,  
op .  c i t . .  C h ap te r  I ;  P a t i l l o ,  o p . c i t . ,  pp.  10-11;  B e lve rd  E. N e e d le s ,  
J r . ,  "Contemporary  Approaches  to  the  Development of  A ccoun t ing  T h e o ry , "  
Paper  p r e s e n t e d  b e t o r e  th e  1971 S o u th w e s te rn  Reg iona l  C o n fe ren c e  of  th e  
American A ccoun t ing  A s s o c i a t i o n ;  John W. Buck ley ,  Pau l  K i r c h e r  and 
R u s s e l l  L. Mathews,  "Methodology in  A ccoun t ing  T h e o r y , "  The Accoun t ing  
Review, Vol.  XU 11 ( A p r i l ,  1968) ,  pp.  274-283.
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a s  a s y s tem  of  i n t e r r e l a t e d  p a r t s ,  t h e r e f o r e ,  t h e  b a s i c  a p p ro a c h  
i s  a  s y s t e m s  a p p r o a c h .  Second ,  t h e  i n t e g r a t i o n  o f  s o c i a l  
a c c o u n t i n g  i n  t h e  a c c o u n t i n g  d i s c i p l i n e  adds  a n o t h e r  a r e a  o f  
i n q u i r y  f o r  th e  p r o f e s s i o n .  The i n f o r m a t i o n  p r o v id e d  by t h i s  
r e l a t i v e l y  new a r e a  a r t i c u l a t e s  t h e  e f f e c t s  o f  b u s i n e s s  o p e r a t i o n  
t o  t h e  t o t a l  s o c i e t y .  To t h i s  e x t e n t ,  t h e  s o c i o l o g i c a l  a p p ro a c h  i s  
an a p p r o p r i a t e  me thodology f o r  t h i s  i n q u i r y .
T h i r d ,  th e  o u t p u t  ( a c c o u n t i n g  i n f o r m a t i o n )  o f  t h e  sy s tem  
( s t r u c t u r e )  s h o u ld  n o t  be b i a s e d  tow ards  t h e  needs  o f  a  p a r t i c u l a r  
g roup  of  u s e r s .  The e n t e r p r i s e  t h e o r y  s u g g e s t e d  i n  t h i s  s t u d y  
r e q u i r e s  t h a t  t h e  i n f o r m a t i o n  o u t p u t  of  t h e  a c c o u n t i n g  sy s tem  s h a l l  
be t r u t h f u l ,  j u s t ,  and f a i r  t o  a l l  t h e  p a r t i c i p a n t s  i n  t h e  e n t e r ­
p r i s e .  C o n s e q u e n t ly ,  t h e  e t h i c a l  ap p ro a c h  has  t o  be employed.
F o u r t h ,  t h e  f o r m u l a t i o n  o f  t h e  c o n c e p t s ,  s t a t e m e n t s ,  a s s u m p t i o n s ,  
p o s t u l a t e s ,  e t c . ,  f o l l o w s  from th e  g e n e r a l  to  t h e  s p e c i f i c ;  t h a t  i s ,  
a c c o u n t i n g  i d e n t i f i e s  i t s  r o l e  from t h e  t o t a l  s o c i e t y ,  f o l l o w e d  by 
s p e c i f i c  f o r m u l a t i o n s  to  g i v e  such  r o l e  a r e a l i t y .  Th i s  a p p ro a c h  
i s  th e  d e d u c t i v e  method.  F i f t h ,  t h e  t e s t i n g  p r o c e s s  o f  t h e  f o r m u l a t i o n
may r e q u i r e  r e t r a c i n g  from t h e  bo t tom  to  t h e  to p .  T h e r e f o r e ,  th e
94i n d u c t i v e  method w i l l  s e r v e  t h i s  p u r p o s e .
94
A. C. L i t t l e t o n  s t a t e d  t h a t  i t  i s  p o s s i b l e  t o  t r a c e  th e  
a c t i o n s  upwards th ro u g h  th e  v a r i o u s  s t a g e s  o f  t h e  s t r u c t u r e ;  o r  
downwards from the  top  o b j e c t i v e  t o  t h e  lower l e v e l .  See A. C. 
L i t t l e t o n ,  S t r u c t u r e  of  Accoun t i ng T h e o r y , American A ccoun t ing  
A s s o c i a t i o n ,  Monograph No. 5 (Menasha,  W isco n s in :  Ceorge Ranta 
Company, I n c . ,  1951),  pp .  124-127.
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F i n a l l y ,  t h e  u l t i m a t e  t e s t  o f  t h e  f o r m u l a t i o n  i s  i t s  
a p p l i c a t i o n  t o  t h e  r e a l  w o r ld .  The t e s t  i s ,  f o r  t h e  most  p a r t ,  
r e a l i z e d  i f  t h e  o u t p u t  o f  t h e  a c c o u n t i n g  sy s tem  would be u s e f u l  
t o  t h e  t o t a l  s o c i e t y .  Thus ,  t h e  p r a g m a t i c  app ro ac h  i s  an ap p ro ­
p r i a t e  me thodology f o r  t h i s  s t u d y .
Summary
T h i s  c h a p t e r  has  e x p l o re d  t h e  i m p l i c a t i o n  o f  t h e  chang ing  
en v i ro n m en t  t o  b o th  t h e  p r a c t i c a l  and t h e o r e t i c a l  framework o f  t h e  
a c c o u n t i n g  d i s c i p l i n e .
The f i r s t  p a r t  o f  t h i s  c h a p t e r  a t t e m p t s  t o  e x p l a i n  th e  
c a u s e s  and c i r c u m s t a n c e s  which p r e v e n t e d  th e  a c c o u n t i n g  p r o f e s s i o n  
from r e c o g n i z i n g  and r e s p o n d i n g  t o  t h e  new r e s p o n s i b i l i t i e s  t h r u s t  
upon i t  by th e  p a r t i c i p a n t s  o f  t h e  c o r p o r a t e  e n t e r p r i s e .  The a n a l y s i s  
f o c u s e s  on th e  works o f  th e  American A cco u n t in g  A s s o c i a t i o n ,  th e  
American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n ta n t s  and o t h e r  s i g n i ­
f i c a n t  w r i t i n g s  on th e  s u b j e c t .
I t  was a s c e r t a i n e d  t h a t  t h e  b r o a d e r  s o c i e t a l  s i g n i f i c a n c e  
o f  t h e  a c c o u n t i n g  p r o f e s s i o n  has  been  e x p r e s s l y  r e c o g n i z e d  and 
embodied in  A ccoun t ing  R esea rc h  B u l l e t i n  No. 1 I s s u e d  i n  1939 by t h e  
American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n ta n t s .  S ubsequen t  works 
e x p r e s s e d  s i m i l a r  aw areness  f o r  such  s o c i a l  r e s p o n s i b i l i t y .
For y e a r s ,  t h e r e  was no d e f i n i t e  d e f i n i t i o n  o f  t h e  o b j e c t i v e s  
of  a c c o u n t i n g .  However, v a r i o u s  w r i t e r s  seem to  a g r e e  t h a t  t h e  o b j e c ­
t i v e  o f  f i n a n c i a l  a c c o u n t i n g  i s  to  p r o v i d e  economic i n f o r m a t i o n  
about  an e n t i t y  t o  p e rm i t  u s e r s  t o  make in fo rm ed  d e c i s i o n s .  L a t e r ,  t h e
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Committee t o  P r e p a r e  A S ta t e m e n t  o f  B a s i c  A c c o u n t in g  Theory  o f  t h e  
American A cco u n t in g  A s s o c i a t i o n  expanded t h e  d e f i n i t i o n  t o  i n c l u d e  
(1)  t h e  c o n t r o l  o f  human and m a t e r i a l  r e s o u r c e s  and (2) t o  f a c i l i t a t e  
s o c i a l  f u n c t i o n s .  However,  i n  1971,  t h e  American I n s t i t u t e  o f  
C e r t i f i e d  P u b l i c  A c c o u n ta n t s  commiss ioned a S tudy  Group headed 
by R ober t  T rueb lood  to  d e f i n e  t h e  o b j e c t i v e s  o f  f i n a n c i a l  s t a t e m e n t s .  
The S tudy G ro u p ' s  r e p o r t  was i s s u e d  i n  1973.
The a n a l y s i s  s u g g e s t s  t h a t  t h e  c o n s e n s u s  o f  p r o g r e s s i v e  
a c c o u n t i n g  t h i n k e r s  i s  t h a t  w h i l e  a c c o u n t i n g  has  e x p e r i e n c e d  new 
l e v e l s  o f  s i g n i f i c a n c e ,  t h e  t r a d i t i o n a l  i n f o r m a t i o n  p ro v id e d  by 
i t s  d e c l i n e d  in  r e l e v a n c e .  The f o l l o w i n g  r e a s o n s  a r e  deduced from the  
a n a l y s i s :
(1) t h e r e  seems t o  be an e x i s t i n g  i n c o n s i s t e n c y  
between th e  s p e c i f i c  o b j e c t i v e s  and t h e  s o c i a l  
r o l e  o f  th e  p r o f e s s i o n .
(2) t h e  p r im ary  o b j e c t i v e  o f  t h e  p r o f e s s i o n  
( s o c i a l  r o l e )  was made s u b s e r v i e n t  t o  th e  
s u b - o b j e c t i v e  of  p r o v i d i n g  u s e r s  w i th  
f i n a n c i a l  d a t a .
(3) due t o  t h e  r e a s o n s  c i t e d  i n  (1)  and (2) 
above ,  t h e  a c c o u n t i n g  p r o f e s s i o n  f a i l s  t o  
r e c o g n i z e  and comprehend th e  s h i f t  from 
maximized p r o f i t  m o t ive  o f  t h e  c o r p o r a t i o n  
t o  t h e  advancement o f  m u l t i - g o a l s .
(A) t h e  p r o f e s s i o n ' s  s t r i c t  a d h e r e n c e  to
o b j e c t i v e  and v e r i f i a b l e  d a t a  e x p l a i n s  
i t s  i n a b i l i t y  t o  r e c o g n i z e  th e  growing 
inadequacy  o f  th e  t r a d i t i o n a l  t r a n s a c t i o n -  
based  a c c o u n t i n g  sy s tem  t o  chan g in g  demands 
o f  t h e  a c c o u n t i n g  en v i ro n m e n t .
A l t o g e t h e r ,  t h e s e  prob lems s t r o n g l y  s u g g e s t s  t h a t  t h e r e  i s  a 
t e l e o l o g i c a l  c o n t r a d i c t i o n  between th e  in t e n d e d  g o a l s  to  be pursued  
and the  a c t u a l  g o a l s  be ing  pursued  bv th e  p r o f e s s i o n .
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The second  p a r t  o f  t h i s  c h a p t e r  p r o p o s e s  a framework f o r  
e s t a b l i s h i n g  a con tem pora ry  a c c o u n t i n g  t h e o r y .  The b a s i c  argument  
advanced  i n  t h i s  s e c t i o n  i s  t h a t  t h e  a b i l i t y  o f  a d i s c i p l i n e  to  
a d a p t  to  i t s  chang ing  env i ronm en t  depends  upon t h e  framework upon 
which i t s  o b j e c t i v e s  and b a s i c  a s s u m p t i o n s  a r e  d e r i v e d .  As p o i n t e d  
ou t  p r e v i o u s l y ,  t h e  p r o f e s s i o n  s u f f e r s  from a t e l e o l o g i c a l  c o n t r a ­
d i c t i o n  between t h e  o b j e c t i v e s  i n t e n d e d  to  be a t t a i n e d  and t h e  
o b j e c t i v e s  o r  g o a l s  a c t u a l l y  p u r s u e d .
As f a r  a s  i t  c o u ld  be a s c e r t a i n e d  the  l i t e r a t u r e  i s  
s p a r s e  w i t h  r e g a r d  to  p r o p o s a l s  f o r  a s t r u c t u r e  f o r  a con tem pora ry  
a c c o u n t i n g  t h e o ry  which i s  r e s p o n s i v e  to  t h e  c h a n g in g  needs  of  
s o c i e t y .  The most  s i g n i f i c a n t  o f  t h e s e  p r o p o s a l s  i s  t h a t  o f  Bedford  
and Dopuch. However, t h i s  model was d i s m i s s e d  by t h i s  s tu d y  b e c a u s e  
of  i t s  l i m i t e d  and " f i r e f i g h t i n g "  c h a r a c t e r i s t i c s .
The p roposed  framework s t a r t s  by r e c o g n i z i n g  t h a t  th e  
a c c o u n t i n g  p r o f e s s i o n  i s  a s o c i a l  i n s t i t u t i o n ,  and t h e r e f o r e ,  i t s  
fundam en ta l  r o l e  i s  to  s e r v e  s o c i e t y .  The s t u d y  s u g g e s t s  t h a t  s o c i a l  
p o s t u l a t e s  be fo rm u l a te d  to  g a i n  a th o rough  u n d e r s t a n d i n g  o f  the  
w ork ings  of  s o c i e t y .  In  t h i s  r e g a r d ,  t h e  s t u d y  s u g g e s t s  t h a t  t h e  
e n t i t y  co n ce p t  be r e p l a c e d  by a b r o a d e r  c o n c e p t  known a s  t h e  e n t e r ­
p r i s e  t h e o r y .
The b a s i c  s o c i a l  r o l e  o f  th e  p r o f e s s i o n  s h a l l  be t r a n s f o r m e d  
i n t o  a fundam en ta l  s t a t e m e n t ,  a s  b road  a s  p o s s i b l e ,  t o  s e r v e  a s  th e  
g l o b a l  s e r v i c e  p h i lo s o p h y  of  th e  p r o f e s s i o n .  For a m e an in g fu l  u n d e r ­
s t a n d i n g  o f  t h i s  s e r v i c e  p h i l o s o p h y ,  i t  i s  s u g g e s t e d  t h a t  p o s t u l a t e s  
s h a l l  be f o r m u l a t e d .  In a d d i t i o n ,  t h e  s tu d y  s u g g e s t s  t h e  i n t e g r a t i o n
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o f  s o c i a l  a c c o u n t in g  I n t o  th e  a c c o u n t in g  d i s c i p l i n e .
From t h i s  b road  s e r v i c e  p h i l o s o p h y ,  s e c o n d a ry  o b j e c t i v e s  
needed  to  a t t a i n  t h e  p r im ary  o b j e c t i v e  s h a l l  be i d e n t i f i e d .  The 
r e p o r t  o f  t h e  AICPA’s Study Group on t h e  o b j e c t i v e  o f  f i n a n c i a l  
s t a t e m e n t  p r o v i d e s  a c o d i f i c a t i o n  o f  t h e  v a r i o u s  o b j e c t i v e s  m en t ioned  
in  t h e  l i t e r a t u r e .
P o s t u l a t e s  s h a l l  be drawn from t h e s e  s e c o n d a ry  o b j e c t i v e s ,  
and p a s s e d  th ro u g h  a t e s t i n g  p r o c e s s  f o r  v e r i f i c a t i o n  a s  to  t h e i r  
v a l i d i t y  and a p p l i c a b i l i t y .  I f  t h e s e  p o s t u l a t e s  p a s s  t h ro u g h  t h i s  
t e s t ,  they  become e i t h e r  a c c e p t e d  o r  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s .
To m a i n t a i n  a s o r t  o f  q u a l i t y  c o n t r o l  o v e r  t h e  a p p l i c a t i o n  
o f  a c c o u n t i n g  p r a c t i c e s ,  p r o c e d u r e s  and r u l e s ,  a c c o u n t i n g  s t a n d a r d s  
have to  be f o r m u l a t e d .  The v a r i o u s  p r o p o s a l s  r e g a r d i n g  t h e s e  s t a n d a r d s  
have  been d i s c u s s e d  i n  t h i s  s t u d y .
F i n a l l y ,  a methodology  which i s  c o n s i d e r e d  to  be u s e f u l  
in  p r o v in g  th e  c o h e r e n c e ,  l o g i c , and u l t i m a t e l y ,  t h e  v a l i d i t y  o f  t h i s  
a c c o u n t i n g  t h e o ry  s t r u c t u r e  has  been i d e n t i f i e d  a s  a c r o s s - s e c t i o n  
( e c l e c t i c )  o f  s i x  r e s e a r c h  m e th o d o l o g i e s :  (1)  sy s tem s  a p p r o a c h ,  (2) 
s o c i o l o g i c a l ,  (3) e t h i c a l ,  (4) d e d u c t i v e  method,  ( 5 ) i n d u c t i v e  method,  
and (6) p r a g m a t i c .
The nex t  c h a p t e r  w i l l  a t t e m p t  t o  i d e n t i f y  a me thodology 
f o r  r e c o r d i n g  and r e p o r t i n g  on s o c i a l l y - r e l e v a n t  programs of  a 
b u s i n e s s  e n t e r p r i s e .
CHAPTER V
ACCOUNTING AND REPORTING FOR SOCIAL PROGRAMS
The p r e c e d i n g  c h a p t e r  has  a t t e m p t e d  t o  c o n s t r u c t  a framework 
f o r  a  co n tem p o ra ry  a c c o u n t i n g  t h e o r y .  U nde r sco red  i n  t h e  d i s c u s s i o n  
i s  t h e  p r o p o s i t i o n  t h a t  s e r v i c e  t o  t h e  t o t a l  s o c i e t y  s h a l l  be t h e  
o v e r r i d i n g  p h i l o s o p h y  and t h e  g l o b a l  o r  p r im a r y  o b j e c t i v e  o f  a c c o u n t i n g ,  
and s h a l l  be th e  b a s i s  f o r  th e  f o r m u l a t i o n  of  s p e c i f i c  o b j e c t i v e s ,  
p o s t u l a t e s ,  p r i n c i p l e s ,  p r a c t i c e s ,  and p r o c e d u r e s  and r u l e s  o f  th e  
p r o f e s s i o n .  T h i s  s t r u c t u r e  makes a c c o u n t i n g ,  from a s y s tem s  s t a n d ­
p o i n t ,  an open  s y s tem  w i th  a d e q u a t e  c a p a b i l i t y  and f l e x i b i l i t y  in  
r e c o g n i z i n g  and a c c e p t i n g  i n p u t s  from t h e  e n v i ro n m e n t .
T h i s  c h a p t e r  w i l l  d e a l  w i th  t h e  a c c o u n t i n g  and r e p o r t i n g  
p rob lem s  o f  an a r e a  of  s o c i a l  a c c o u n t i n g  — c o r p o r a t e  s o c i a l  p ro g ram s .  
The c h a p t e r  i s  d i v i d e d  i n t o  two s e c t i o n s :  f i r s t ,  a d i s c u s s i o n  of  
c e r t a i n  p rob lem s  which have t o  be c l a r i f i e d  or  answered  i n  r e l a t i o n  
t o  t h e  s u b j e c t ,  i n c l u d i n g  a d i s c u s s i o n  of  t h e  p ro p o sed  me thodology 
f o r  c o s t i n g  s o c i a l  p ro g ram s ,  and s e c o n d ,  an e x p o s i t i o n  o f  th e  p roposed  
a c c o u n t i n g  and r e p o r t i n g  p r o c e d u r e s  f o r  s o c i a l  programs in  the  
t r a d i t i o n a l  r e p o r t i n g  model of  t h e  a c c o u n t a n t .
I .  PRELIMINARY CONSIDERATIONS
Before  the  fundam en ta l  a c c o u n t i n g  and r e p o r t i n g  p rob lems  of
c o r p o r a t e  s o c i a l  programs o r  a c t i v i t i e s  cou ld  be d e a l t  w i th  a d e q u a t e l y ,
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t h e r e  a r e  c e r t a i n  q u e s t i o n s  o r  p o i n t s  t h a t  have  t o  be answ ered  o r  
c l a r i f i e d .  Th i s  p o r t i o n  of t h e  c h a p t e r  i s  d ev o ted  t o  t h e s e  c o n s i ­
d e r a t i o n s .
The Need t o  Account and R epor t  t h e  
Cos t  o f  S o c i a l  Programs
In  t h e  p r e v i o u s  d i s c u s s i o n s ,  t h e  need t o  a c c o u n t  and r e p o r t  
th e  s o c i a l  a c t i v i t i e s  o f  t h e  c o r p o r a t e  e n t e r p r i s e  h a s  been expounded 
r e p e a t e d l y  and in  g e n e r a l  t e rm s .  To r e i n f o r c e  such  an e x p o s i t i o n ,  
more s p e c i f i c  r e a s o n s ,  framed from an a c c o u n t i n g  p o i n t  o f  v iew ,  s h a l l  
be o f f e r e d  t o  p l a c e  th e  u rgency  o f  t h e  m a t t e r  in  i t s  r i g h t f u l  p e r s ­
p e c t i v e .  F i r s t ,  e x p e n d i t u r e s  f o r  s o c i a l  p rograms a r e  s i g n i f i c a n t ,  and 
e s t i m a t e s  of  e x p e n d i t u r e s  f o r  e n v i r o n m e n t a l  c o n t r o l  a l o n e  " r a n g e  
up to  4% of  s a l e s ,  and up t o  10% o f  c a p i t a l  i n v e s t m e n t s  f o r  some 
i n d i v i d u a l  p o l l u t e r s . I n  1972, The C o n fe re n c e  Board R eco rd ,  a non­
p r o f i t  b u s i n e s s  r e s e a r c h  o r g a n i z a t i o n ,  r e p o r t e d  t h a t  in  i t s  su rvey  
o f  789 p l a n t s  c o n c e r n i n g  t h e i r  w a te r  p o l l u t i o n  aba t e m e n t  a c t i v i t i e s  
f o r  a f i v e - y e a r  p e r i o d ,  1965-1969,  500 o f  th e  r e s p o n d e n t s  i n d i c a t e d  
a co m p o s i t e  p e r c e n t a g e  r i s e  o f  239 p e r c e n t  to  a l e v e l  o f  $112 .6  m i l l i o n  
in  1969.  In  a d d i t i o n ,  i t  r e p o r t e d  t h a t  in  1969,  463 p l a n t s  i n d i c a t e d  
an e x p e n d i t u r e  o f  $65 .4  m i l l i o n  f o r  o p e r a t i n g  t h e s e  p o l l u t i o n  a b a t e -
Vtmerican Accoun t ing  A s s o c i a t i o n ,  Committee on Envi ronmenta l  
E f f e c t s  o f  O r g a n i z a t i o n  B eh a v io r ,  1973, o p . c i t . ,  p.  79.
174
2
ment f a c i l i t i e s .  In  t h e  a r e a  o f  c o r p o r a t e  p h i l a n t r o p h y , S t a n d a rd  
O i l  Company ( I n d i a n a ) ,  t h ro u g h  i t s  f o u n d a t i o n  c r e a t e d  f o r  t h e  p u r p o s e ,  
s p e n t  $ 3 .5  m i l l i o n  in  1972 to  s u p p o r t  e d u c a t i o n a l ,  s c i e n t i f i c ,
3
r e l i g i o u s ,  e t c .  o r g a n i z a t i o n s .  These  e x p e n d i t u r e s  o f f e r  e v i d e n c e  as
t o  t h e  v a l i d i t y  o f  t h e  a s s e r t i o n  o f  P a r k e r  and Reimer t h a t  " p o l l u t i o n
e v e n t  i s  r e l e v a n t  t o  d e c i s i o n s  made by i n v e s t o r s  o f  b u s i n e s s
e n t e r p r i s e . " ^
Second ,  t h e  S e c u r i t i e s  and Exchange Commission has
e x p r e s s e d  d e t e r m i n a t i o n  to  expand i t s  d i s c l o s u r e  r e q u i r e m e n t s  on
f i n a n c i a l  s t a t e m e n t  a s  th e y  r e l a t e  t o  t h e  e n v i ro n m e n ta l  p o l i c i e s
s e t  f o r t h  i n  t h e  N a t i o n a l  E n v i ro n m e n ta l  P o l i c y  A c t .  The fo rmer
Comm iss ioner ,  W i l l i am  Casey ,  p u t  t h i s  co n c e rn  a s  f o l l o w s :
The Commiss ioner i s  t o  i n t e r p r e t  and a d m i n i s t e r  
i t s  s t a t u t o r y  a u t h o r i t y  t o  t h e  f u l l e s t  e x t e n t  p o s s i b l e  
in  a c c o r d a n c e  w i th  t h e  e n v i r o n m e n t a l  p o l i c i e s  s e t  
f o r t h  i n  t h e  Act.-*
Casey la m en ts  t h a t  t h e  S e c u r i t i e s  and Exchange Commission,  th e  a c r o u n t -
^ Leonard  Lund,  I n d u s t r y  E x p e n d i t u r e s  f o r  Water  P o l l u t i o n  
A b a te m e n t , C o n fe re n c e  Board R epor t  No. 541 (New York:  The C on fe ren c e
Board Record ,  I n c . ,  1972) ,  p.  2.
^Amoco F o u n d a t i o n ,  I n c .  Annual  R e p o r t , 1972.
^Jam es  E. P a r k e r  and S tev e n  C. Reimer ,  " P o l l u t i o n  and 
A c c o u n t i n g , "  The Ohio,CPA, Vol.  XXX (Autumn, 1 9 7 1 ) , p.  130
^ Casey,  op .  c_i,t. , p .  26.
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a n t s ,  and t h e  f i n a n c i a l  a n a l y s t s  a r e  s low  i n  d e a l i n g  w i t h  t h e  
n e c e s s a r y  d i s c l o s u r e s  o f  t h i s  p rob lem .  He s a y s :
The a c c o u n t a n t s  were s low  in  t i g h t e n i n g  t h e i r  
r u l e s ,  t h e  SEC was s low  i n  n o t  r e q u i r i n g  t h e  d i s ­
c l o s u r e s  t o  c o r r e c t  m i s l e a d i n g  i m p r e s s i o n s  and 
t h e  s e c u r i t i e i s  a n a l y s t s  were s low in  no t  p u t t i n g  
t h e  i n f o r m a t i o n  which was a v a i l a b l e  i n  p r o p e r  
p e r s p e c t i v e  . &
In  o t h e r  w ords ,  i t  i s  i n e v i t a b l e  t h a t  t h e  p r o f e s s i o n  w i l l  
be c o n f r o n t e d  w i t h  th e  p rob lem  o f  a c c o u n t i n g  and r e p o r t i n g  f o r  t h e s e  
c o r p o r a t i o n s .  For  i n s t a n c e ,  i n  1971,  t h e  SEC I s s u e d  a g u i d e l i n e  
r e q u i r i n g  c o r p o r a t i o n s  r e g i s t e r e d  under  th e  S e c u r i t i e s  Act and 
t h e  S e c u r i t i e s  Exchange Act f o r  d i s c l o s u r e  o f  m a t e r i a l  m a t t e r s  
r e l a t i n g  t o  t h e  env i ro n m en t  and c i v i l  r i g h t s  which may a f f e c t  t h e  
c a p i t a l  needs  and e a r n i n g s  o f  t h e  company.  ^
T h i r d ,  t h e  c o m p a r a b i l i t y  of  f i n a n c i a l  s t a t e m e n t s  i s  
s a c r i f i c e d .  Beams and F e r t i g  e l a b o r a t e  t h i s  p o i n t :
The p rob lem o f  c o m p a r a b i l i t y  in  f i n a n c i a l  
r e p o r t i n g  p r a c t i c e s  h a s  r e c e i v e d  c o n s i d e r a b l e  
a t t e n t i o n  from t h e  a c c o u n t i n g  p r o f e s s i o n  o v e r  
th e  y e a r s  . . . .  Now th e  p rob lem  of  compara­
b i l i t y  a r i s e s  a g a i n  in  c o n n e c t i o n  w i t h  s o c i a l  
c o s t s  and e n v i r o n m e n t a l  p o l l u t i o n .  Some compan ies  
w i t h i n  an i n d u s t r y  a r e  c o n t r o l l i n g  p o l l u t i o n  by 
making c u r r e n t  o u t l a y s  w h i l e  o t h e r s  a r e  seem ing ly  
i g n o r i n g  th e  p o l l u t i o n  p rob lem .  The o p e r a t i o n s  o f  
some i n d u s t r i e s  a r e  more d e s t r u c t i v e  to  t h e  e n v i r o n ­
ment than  t h e  o p e r a t i o n s  o f  o t h e r s  . . . .  The
fc
I b i d . , p .  28.
7
l l .S .  S e c u r i t i e s  and Exchange Commission,  R e le a s e  No. 5170,  
S e c u r i t i e s  Act o f  1933,  " D i s c l o s u r e s  P e r t a i n i n g  to  M a t t e r s  I n v o l v i n g  
th e  Environment and C i v i l  R i g h t s , "  J u l y  19, 1971.
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p r o b a b l e  r e s u l t  o f  t h e s e  d i f f e r e n c e s  I s  t h a t ,  o t h e r  
t h i n g s  b e in g  e q u a l ,  t h e  w o r s t  p o l l u t e r s  w i l l  a p p e a r  
t o  be t h e  most  s u c c e s s f u l  and th e y  w i l l  l i k e l y  r e c e i v e  
a d d i t i o n a l  r e s o u r c e s  from t h e  I n v e s t i n g  p u b l i c .®
F o u r t h ,  t h e  c o r p o r a t e  f i n a n c i a l  r e p o r t s  a r e  s t i l l  t h e  roost
l o g i c a l  s o u r c e  of  i n f o r m a t i o n  f o r  t h e s e  s o c i a l l y - r e l e v a n t  a c t i v i t i e s
of  t h e  b u s i n e s s  e n t e r p r i s e .  K a s te n h o lz  a g r e e s  w i t h  t h i s  p o i n t :
C l e a r l y ,  t h e  f i n a n c i a l  r e p o r t s  o f  a c o r p o r a t i o n  a r e  
t h e  b e s t  medium w i t h  which t o  communicate t h e s e  c o s t s  
and a c t i v i t i e s  to  s t o c k h o l d e r s  on a c o n t i n u i n g  b a s i s .
An ob v io u s  r e a s o n  i s  t h a t  t h e  c o s t s  o f  t h e s e  s o c i a l  programs would be
more m e a n in g fu l  i f  p r e s e n t e d  and r e l a t e d  to  t h e  o t h e r  c o s t s  and
e x p en s es  i n c u r r e d  by the  company.
F i f t h ,  i n v e s t o r s ,  e s p e c i a l l y  t h e  i n s t i t u t i o n a l  i n v e s t o r s ,  
a r e  b e g i n n i n g  t o  i n c l u d e  in  t h e i r  in v e s t m e n t  c r i t e r i a  t h e  s o c i a l  
p e r fo rm a n ce  o f  p o r t f o l i o  com panies .  In  e a r l y  1972,  t h e  Ford 
F o u n d a t io n  conduc ted  a s tu d y  r e g a r d i n g  th e  p r a c t i c e  o f  s t o c k h o l d e r  
r e s p o n s i b i l i t y .  The s u rv e y  i n c lu d e d  200 i n s t i t u t i o n s  — r e l i g i o u s  
o r g a n i z a t i o n s ,  u n i v e r s i t i e s ,  f o u n d a t i o n s ,  i n s u r a n c e  com pan ies ,  banks  
and m u tua l  funds  — 60 p e r c e n t  o f  which responded  to  t h e  s t u d y .  These 
r e s p o n d e n t s  i n d i c a t e d  t h a t ,  among o t h e r  t h i n g s ,  they  have  r e c e n t l y  
r ev iew ed  o r  a r e  c u r r e n t l y  r e v i e w i n g  t h e  s o c i a l  a s p e c t s  o f  t h e i r
®Floyd A. Beams and Pau l  E. F e r t i g ,  " P o l l u t i o n  C o n t ro l  
Through S o c i a l  Cost  C o n v e r s i o n , "  The J o u r n a l  o f  Ac c o u n t a n c y , Vol.  
CXXXII (November,  1971) ,  p.  39.
9 F r a n c i s  K. K a s t e n h o lz ,  "An A c c o u n t a n t ' s  View o f  C o r p o r a t e  
R e s p o n s i b i l i t y , "  F i n a n c i a l  Exec u t i v e , Vol.  XI.11 ( A p r i l ,  1974) ,  
p . 68.
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In v e s tm e n t  p o l i c y  and t h a t  th e y  I n c l u d e  s o c i a l  c o n s i d e r a t i o n s  I n  t h e
s e l e c t i o n  and r e t e n t i o n  o f  i n v e s t m e n t . ^  A ls o ,  t h e  Committee on
B u s in e s s  S t a n d a r d s  o f  t h e  I n v e s tm e n t  Company I n s t i t u t e  recommended
t h a t  " c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  i s s u e s  s h o u l d ,  i n  t h e  i n t e r e s t
o f  t h e  in v e s t m e n t  company and i t s  s t o c k h o l d e r s ,  be c o n s i d e r e d  as
in v e s t m e n t  i s s u e s . " H  The s p e c i f i c  i s s u e s  recommended t o  be
c o n s i d e r e d  a r e  (1) l i t i g a t i o n  r e l a t i n g  t o  com p l ian c e  w i th  F e d e r a l  and
S t a t e  s o c i a l ,  e n v i r o n m e n t a l ,  economic ,  p r o d u c t  s a f e t y  and a d v e r t i s i n g
s t a n d a r d s ;  and (2) c o r p o r a t e  e x p e n d i t u r e s  ( i n c l u d i n g  r e s e a r c h  and
deve lopm ent )  t o  i n s u r e  co m p l ia n c e  w i t h  such  F e d e r a l  and S t a t e  
12s t a n d a r d s .  In  a d d i t i o n ,  t h e  C onm i t tee  l i s t e d  t h e  f o l l o w i n g  i n v e s t ­
ment companies  whose p o r t f o l i o s  a r e  s e l e c t e d  on th e  b a s i s  o f  t h e  s o c i a l  
r e s p o n s i b i l i t y  and th e  p r o f i t a b i l i t y  o f  t h e  coropanied h e l d :  D reyfus
T h i r d  Cen tu ry  Fund,  P r o v i d e n t  Fund f o r  Income, and S o c i a l  Dimensions  
Fund.  The c o r p o r a t e  i n f o r m a t i o n  com mit tee  o f  t h e  F i n a n c i a l  A n a l y s t s  
F e d e r a t i o n  p ro p o s e s  t h a t  " c o s t s ,  p a r t i c u l a r l y  f o r  p r e v e n t i n g  o r
l^ B e v i s  L o n g s t r e t h  and H. David Rosenbloom, C o r p o r a t e  S o c i a l  
R e s p o n s i b i l i t y  and t h e  I n s t i t u t i o n a l  I n v e s t o r , A R epor t  t o  t h e  Ford 
F o u n d a t i o n  (New York:  P r a e g e r  P u b l i s h e r s ,  1973) ,  p.  v i i i .
^ I n v e s t m e n t  Company I n s t i t u t e ,  Committee on B u s in e s s  S t a n d ­
a r d s ,  " C o r p o r a t e  R e s p o n s i b i l i t y  and Mutual  F u n d s ,"  A p r i l ,  1971.
121 b i d .
13l.et t e r  from Mr. C. R ic h a rd  Pogue,  E x e c u t iv e  A d m i n i s t r a t o r ,  
Inves tm en t  Company I n s t i t u t e ,  O c to b e r  10, 1973.
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r e d u c i n g  a i r  and w a t e r  p o l l u t i o n ,  s h o u ld  be s e p a r a t e d  o u t  a s  a 
p o r t i o n  o f  c a p i t a l  e x p e n d i t u r e s .  The o v e r a l l  program s h o u ld  be 
d e s c r i b e d  a s  w e l l  a s  t h e  t im e  r e q u i r e d  to  a c c o m p l i sh  i t . ^
F i n a l l y ,  t h e  i n f o r m a t i o n  f u n c t i o n  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n  i s  d im in i s h e d  due to  t h e  i n a b i l i t y  o f  t h e  t r a d i t i o n a l  
f i n a n c i a l  s t a t e m e n t  models  o f  th e  a c c o u n t a n t  t o  d i s c l o s e  t h e s e  
d a t a .  T h i s  i s  s u p p o r t e d  by t h e  a p p e a r a n c e  of  a number o f  r e s e a r c h  
g roups  which a r e  p e d d l i n g  s o c i a l  program d a t a  to  c o r p o r a t e  manage­
ment which c o u l d  be p r o v id e d  by t h e  a c c o u n t a n t  a s  a b y - p r o d u c t  o f  i t s  
a t t e s t  f u n c t i o n .
C u r r e n t  R e p o r t i n g  P r a c t i c e s  f o r  
S o c i a l l y - R e l e v a n t  Programs
There  a p p e a r s  to  be a s u s t a i n e d  grow th  o f  aw a re n e s s  on th e  
p a r t  o f  c o r p o r a t i o n s  to  r e p o r t  t h e i r  s o c i a l l y - r e l e v a n t  p ro g ram s .
T h i s  o b s e r v a t i o n  i s  based  on c e r t a i n  s t u d i e s  p r o b i n g  i n t o  th e  
r e p o r t i n g  p r a c t i c e s  o f  c o r p o r a t i o n s  engaged i n  v a r i o u s  s o c i a l  p r o j e c t s .
In  1971,  Norman Pope c o n d u c te d  a s t u d y  of  t h e  r e p o r t i n g  
p r a c t i c e s  o f  c o r p o r a t i o n s  w i t h i n  t h e  f i v e  i n d u s t r i e s  which were 
i d e n t i f i e d  a s  h ig h  p o l l u t i n g  i n d u s t r i e s ,  namely:  c h e m i c a l s ,  e n e r g y ,
l^A.s quo ted  by K a s t e n h o l z ,  op .  c i t . , p .  69.
^ F o r  a com ple te  l i s t i n g  o f  t h e s e  r e s e a r c h  g r o u p s ,  s ee  
"A Who's Who o f  C o r p o r a t e  R e s p o n s i b i l i t y  A c t i o n  G ro u p s , "  B u s i n e s s 
and So c i e t y  Review. No. 4 ( W in t e r ,  1 9 7 2 -7 3 ) ,  pp.  81-86 .
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f o r e s t  p r o d u c t s  and p a c k a g in g ,  m e t a l s  and u t i l i t i e s .  The s tu d y  
c o v e re d  136 a n n u a l  r e p o r t s  f o r  1969 and 125 a n n u a l  r e p o r t s  f o r  
1970.  These annua l  r e p o r t s  were read  s e p a r a t e l y  and d i v i d e d  i n t o  
t h r e e  s e c t i o n s  f o r  a n a l y s i s ,  namely ;  l e t t e r s  t o  s t o c k h o l d e r s ,  body 
o f  th e  an n u a l  r e p o r t ,  and f i n a n c i a l  s t a t e m e n t s .  Pope r e p o r t e d  t h a t  
r e f e r e n c e s  to  p o l l u t i o n  aba t e m e n t  i n c r e a s e d  s t e a d i l y  in  t h e  t h r e e  
a r e a s  o f  a n a l y s i s  i n  t h e s e  a n n u a l  r e p o r t s . ^
A c l o s e  look  i n t o  t h i s  s t u d y  i n d i c a t e s  t h a t  w h i l e  t h e r e  
was an i n c r e a s e  i n  t h e  r e f e r e n c e . m a d e  t o  p o l l u t i o n  c o s t  i n  t h e  
f i n a n c i a l  s t a t e m e n t s ,  t h e  o v e r a l l  p r o g r e s s  i n  r e p o r t i n g  i s  e x t r e m e l y  
d i s c o u r a g i n g .  I n  f a c t ,  Pope c o n s i d e r e d  t h i s  s i t u a t i o n  a s  a v i o l a t i o n  
o f  t h e  " f u l l  d i s c l o s u r e  d o c t r i n e "  e s t a b l i s h e d  by t h e  a c c o u n t i n g  
p r o f e s s i o n . ^  M oreoever ,  i n  a com plementa ry  s t u d y  by W i l l i a m ,  C a ldw e l l  
and N eed le s  on t h e  same sample o f  a n n u a l  r e p o r t s ,  t h e y  i n d i c a t e d  
t h a t  o n ly  seven  r e p o r t s  (abou t  5 p e r c e n t )  o f  t h e  co m p o s i t e  sample  
(136 an n u a l  r e p o r t s  in  1969 and 125 f o r  1970) ,  c o n t a i n e d  any 
r e f e r e n c e s  t o  p o l l u t i o n  m a t t e r s  in  f o o t n o t e s  a n d / o r  f i n a n c i a l  s t a t e ­
ments .^® T h e r e f o r e ,  p r a c t i c a l l y  a l l  d i s c l o s u r e s  o f  t h e s e  m a t t e r s  
were made on a n a r r a t i v e  b a s i s .
Norman L. Pope,  " A c c o u n t in g  f o r  P o l l u t i o n  C o s t s :  An A n a l y s i s  
o f  E x t e r n a l  R e p o r t in g  P r a c t i c e s , "  ( u n p u b l i s h e d  m a s t e r ' s  t h e s i s ,  Texas 
Tech U n i v e r s i t y ,  Augus t ,  1971) ,  pp.  97 -100 .
17I b i d . , p.  84.
l®Doyle Z. W i l l i a m s ,  James C. C a l d w e l l ,  B e lv e rd  E. N e e d le s ,  
" R e p o r t i n g  P o l l u t i o n  C o n t r o l  C o s t s  i n  Annual  R e p o r t s , "  u n p u b l i s h e d  
p a p e r ,  Texas Tech U n i v e r s i t y ,  J a n u a r y ,  1973.
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A s i m i l a r  s u r v e y  was made r e c e n t l y  by th e  a c c o u n t in g  f ir m
o f  A r t h u r  Andersen  & Co. on t h e  1972 an n u a l  r e p o r t s  o f  F o r t u n e ’ s 1000
l a r g e s t  i n d u s t r i a l  companies  and t h e  50 l a r g e s t  com merc ia l  b a n k s ,  l i f e
I n s u r a n c e  com pan ies ,  d i v e r s i f i e d  f i n a n c i a l  com pan ies ,  r e t a i l i n g
com pan ies ,  t r a n s p o r t a t i o n  companies  and u t i l i t i e s .  The main p u r p o s e
o f  t h e  s u rv e y  was t o  a s c e r t a i n  t h e  e x t e n t  o f  d i s c l o s u r e s  made by t h e
r e s p o n d e n t s  on s i x  s e l e c t e d  t o p i c a l  a r e a s :  human r e s o u r c e s ,  ene rgy
and m i n e r a l  r e s o u r c e s ,  la n d  r e s o u r c e s ,  e n v i ro n m e n ta l  p r o t e c t i o n ,
1 Qc i v i c  p a r t i c i p a t i o n  and consumer p r o t e c t i o n .  A l though  th e  s tu d y
d id  n o t  s p e c i f y  t h e  l o c a t i o n  i n  t h e  a n n u a l  r e p o r t s  upon which t h e s e
t o p i c a l  a r e a s  were d i s c l o s e d  o r  m e n t io n e d ,  i t  cou ld  be i n f e r r e d  t h a t  th e
d i s c l o s u r e s  were made in  n a r r a t i v e  form and ,  most  p r o b a b l y ,  in  th e
l e t t e r  t o  s t o c k h o l d e r s  a n d / o r  i n  t h e  body o f  t h e  a n n u a l  r e p o r t s .  Th i s
a s s e r t i o n  i s  s u p p o r t e d  by K a s t e n h o lz  f i n d i n g s  in  h i s  r e c e n t  c u r s o r y
r e v i e w  o f  a n n u a l  r e p o r t s .  He found t h a t :
. . . R e p o r t i n g  s o c i a l  i s s u e s  in  a n n u a l  r e p o r t s  i n c r e a s e d  
e i g h t - f o l d  between I960 and 1970,  and i t  i s  c o n t i n u i n g  to  
r i s e .  I r e c e n t l y  went th r o u g h  t h e  a n n u a l  r e p o r t s  i n  our  
own f i l e s  and d i s c o v e r e d  t h a t  75 p e r c e n t  o f  them t r e a t e d  
t h e  e x e r c i s e  o f  s o c i a l  r e s p o n s i b i l i t y  in  e i t h e r  th e  
n a r r a t i v e  s e c t i o n  o r  in  th e  P r e s i d e n t ' s  l e t t e r  o r  b o t h . ^ 0
To sum up,  w h i l e  d i s c l o s u r e s  in  c o r p o r a t e  an n u a l  r e p o r t s  
r e g a r d i n g  s o c i a l l y - r e l e v a n t  p r o j e c t s  a r e  i n c r e a s i n g ,  such  d i s c l o s u r e s  
a r e  made i n  n a r r a t i v e  form. M oreoever ,  Norman P o p e ' s  c o n c l u s i o n  t h a t
A r th u r  Andersen & C o . ,  "Annual  R e p o r t s  to  S h a r e h o l d e r s  
D is c u s s  S o c i a l  R e s p o n s i b i l i t y , "  E x e c u t i v e  News B r i e f s ,  Vol.  2 ( J a n u a r y ,  
1974) .  ~  ~
2 0
K a s t e n h o l z ,  l o c .  c i t .
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t h i s  s i t u a t i o n  I s  a v i o l a t i o n  o f  t h e  p r o f e s s i o n ' s  " f u l l  d i s c l o s u r e  
d o c t r i n e "  m en t ioned  e a r l i e r  a p p e a r s  to  be s t i l l  t e n a b l e .
S o c i a l  A u d i t s
The p r o g r e s s  toward th e  d i s c l o s u r e  o f  s o c i a l l y - r e l e v a n t  
progams i n  c o r p o r a t e  r e p o r t s  a p p e a r  to  have been a f f e c t e d  by th e  
a ro u s e d  i n t e r e s t  on s o c i a l  a u d i t s  which occupy a c o n s i d e r a b l e  s p a c e  in  
e x p o s i t i o n s  r e l a t i n g  t o  s o c i a l  m easu re m en ts .  The i m p o r t a n c e  of  
s o c i a l  a u d i t s  h a s  been  u n d e r s c o r e d  a b u n d a n t l y  i n  t h e  l i t e r a t u r e ,  
m e e t i n g s ,  c o n f e r e n c e s ,  symposiums,  e t c .  Even David R o c k e f e l l e r  p r e ­
d i c t e d  t h a t  i n  t h e  f u t u r e ,  s o c i a l  a u d i t  i n f o r m a t i o n  w i l l  be r e q u i r e d
21
t o  supp lem en t  f i n a n c i a l  s t a t e m e n t s .
S o c i a l  a u d i t  d e f i n e d  -  The te rm has  n o t  been  w id e l y  d e f i n e d  
in  t h e  l i t e r a t u r e .  However,  t h e r e  seems t o  be a wide ag reem en t  a s  t o  
the  s co p e  o f  t h e  c o n c e p t ,  t h a t  i s ,  t a k i n g  a c r i t i c a l  look  a t  th e  
im pac t  o f  a c o r p o r a t i o n  on s o c i e t y .  Bauer and Fenn o f f e r  a d e f i n i t i o n
^ B e r n a r d  B u tc h e r ,  "The Program Management Approach t o  
t h e  C o r p o r a t e  S o c i a l  A u d i t , "  P ap e r  p r e s e n t e d  b e f o r e  t h e  f i r s t  n a t i o n a l  
symposium o f  t h e  N a t i o n a l  A f f i l i a t i o n  o f  Concerned  B u s in e s s  S t u d e n t s  
(NACBS), U n i v e r s i t y  o f  C a l i f o r n i a ,  B e r k e l e y ,  November,  1972.  For 
e x c e l l e n t  r e f e r e n c e s  on s o c i a l  a u d i t s ,  s e e  Raymond A. Bauer and 
Dan H. Fenn,  J r . ,  The C o r p o r a t e  Soc i a l  A u d i t  (New York: R u s s e l l
Sage F o u n d a t i o n ,  1972) ;  t h e s e  a u t h o r s '  a r t i c l e ,  "What ij3 a S o c i a l  
A u d i t ? "  Ha r v a r d  B u s in e s s  Review. Vol .  LI ( J a n u a r y - F e b r u a r y , 1973) ,  
pp .  37-48 ;  David F. Linowes ,  " L e t ' s  Get On With the  S o c i a l  A u d i t :  A 
S p e c i f i c  P r o p o s a l , "  B u s in ess  a nd S o c i e t y  Review,  No. 4 (W in t e r ,  1972— 
73) ,  pp.  39-49 ;  and S. P rakash  S e t h i ,  G e t t i n g  A Handle on the  
S o c i a l  A u d i t , "  B u s in e s s  and Soc i e t y  Review , No. 4 (W in te r  1 9 7 2 -7 3 ) ,  
pp .  31-38 .
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o f  s o c i a l  a u d i t  which  r e f l e c t s  t h e  w id e l y  a c c e p t e d  meaning o f  
t h e  c o n c e p t :  "a  commitment t o  a s y s t e m a t i c  a s s e s s m e n t  o f  and 
r e p o r t i n g  on some m e a n in g f u l  d e f i n a b l e  domain o f  a company' s  
a c t i v i t i e s  t h a t  have s o c i a l  i m p a c t . "22
Embedded i n  t h e  conduc t  o f  a s o c i a l  a u d i t  i s  t h e  d e t e r ­
m i n a t i o n  o f  an a d e q u a t e  measurement  which would q u a n t i f y  t h e  c o s t s  
and t h e  b e n e f i t s  o f  c o r p o r a t e  s o c i a l  a c t i v i t i e s .  D i l l e y  expanded 
h i s  d e f i n i t i o n  a l o n g  t h i s  l i n e :
. . .  an i n v e s t i g a t i o n  o f  an e n t e r p r i s e ' s  p e r fo rm a n ce  
a s  a member o f  t h e  community i n  which i t  has  i t s  
p r im a ry  im p a c t ;  such  i n v e s t i g a t i o n  c o n s i s t i n g  o f  
t h e  p r e p a r a t i o n  o f  an i n v e n t o r y  o f  t h e  s o c i a l l y -  
r e l e v a n t  a c t i v i t i e s  o f  t h e  e n t e r p r i s e ,  a monetary  
q u a n t i f i c a t i o n  of  t h e  s o c i a l  c o s t  and b e n e f i t s  
r e s u l t i n g  from t h o s e  a c t i v i t i e s ,  and c o m p i l a t i o n  
o f  o t h e r  q u a n t i t a t i v e  i n f o r m a t i o n  p r o v i d i n g  i n s i g h t  
i n t o  th e  s o c i a l  p e r fo rm a n c e  o f  t h e  e n t e r p r i s e . 23
Approaches  t o  s o c i a l  a u d i t  -  There  a r e  a number o f  a p p ro a c h e s  
which  might  be used  in  c o n d u c t i n g  a s o c i a l  a u d i t .  These methods 
o r  a p p r o a c h e s  can  be grouped  i n t o  f o u r  c a t e g o r i e s :  (1)  " n e g a t i v e "
a p p r o a c h ,  (2)  e x t e r n a l  g roup p r i o r i t i e s  method,  (3) s p e c i f i c  
p rogram c r i t e r i a  a p p ro a c h  and (4)  c o s t - b e n e f i t  q u a n t i f i c a t i o n  method .
The " n e g a t i v e "  ap p ro a c h  a p p e a r s  to  be t h e  s i m p l e s t  of  
t h e s e  a p p r o a c h e s ,  b u t  l e s s  m e a n in g f u l ,  s u b j e c t i v e ,  and p e r h a p s ,  hap­
h a z a r d .  Bauer and Fenn d e s c r i b e  t h i s  method a s  " s im p ly  t o  c o l l e c t  
e v id e n c e  t h a t  a company i s  do in g  'no  s o c i a l  harm'  o r  i s  n o t  c u r r e n t l y
22
Bauer and Fenn,  What i s  a S o c ia l  A u d i t , ? "  o p . c i t . ,  p .  38.
23
D i l l e y ,  op.  c i t . ,  p.  91.
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under  i n d i c t m e n t  by a g o v e rn m e n ta l  b o d y . "  Th i s  method h a s  n o t
been t h o r o u g h l y  d i s c u s s e d  i n  t h e  l i t e r a t u r e .
The e x t e r n a l  group p r i o r i t i e s  method r e l i e s  on th e
s u b j e c t i v e  o p i n i o n s  and i m p r e s s i o n s  o f  know ledgeab le  and co n ce rn ed
p e o p l e  known as  r e f e r e n c e  g r o u p s .  T h i s  app ro ac h  was expounded
25by P r o f e s s o r  A l l a n  Shocker o f  t h e  U n i v e r s i t y  o f  P i t t s b u r g h ,
G ra d u a te  School o f  B u s i n e s s .  I t  r e t a i n s  t h e  cus tom er  s o v e r e i g n t y  
c o n c e p t  i n  m a r k e t i n g .  Simply s t a t e d ,  t h i s  app roach  p r o p o s e s  t h a t  
c o r p o r a t e  s o c i a l  a c t i o n  i s  a f u n c t i o n  o f  what  t h e  p r i o r i t i e s  o f  th e  
r e f e r e n c e  g ro u p s  a r e .  The s h o r t c o m in g s  o f  t h i s  app roach  i s  how to  
s e l e c t  a p r i o r i t y  which would s a t i s f y  t h e  company 's  " s o c i a l  
c u s to m e r s "  from among t h e  v a r i e t y  o f  p r i o r i t i e s  which th e  r e f e r e n c e  
g roups  may c o n c e i v e ,  b e a r i n g  i n  mind th e  f i n a n c i a l  c o n s t r a i n t s  of  
t h e  company. A p p a r e n t l y ,  t h i s  a p p ro a c h  i s  t r y i n g  to  combine a 
s o c i a l  program p r i o r i t y - s e t t i n g  method and a s o c i a l  a u d i t .
The s p e c i f i c  program c r i t e r i a  a p p ro a c h  t a k e s  a s p e c i f i e d  
a r e a  o f  a c t i v i t y  and s u b j e c t  i t  t o  a d e t a i l e d  and c r i t i c a l  r e v ie w .
“̂ B a u e r  and Fenn,  The C o r p o r a t e  S o c i a l  A u d i t , op.  c i t . , p . 16.
^ A l l a n  D. S hocke r ,  "An Approach to  U n d e r s t a n d in g  S o c i e t a l  
P r e f e r e n c e s  f o r  A l t e r n a t e  C o r p o r a t e  A c t i o n s , "  Paper  p r e s e n t e d  b e f o r e  
t h e  f i r s t  n a t i o n a l  symposium o f  th e  N a t i o n a l  A f f i l i a t i o n  o f  Concerned 
B u s in e s s  S t u d e n t s  (NACBS), U n i v e r s i t y  of  C a l i f o r n i a ,  B e r k e l e y ,  
November, 1972.
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An exam ple o f  t h i s  approach I s  th e  c o r p o r a te  r a t i n g  method used
by r e s e a r c h  and s p e c i a l  i n t e r e s t  g ro u p s  such  a s  t h e  s tu d y  p r e p a r e d
by t h e  C ounc i l  on Economic P r i o r i t i e s  on A i r  and Water  P o l l u t i o n .
A l s o ,  t h i s  a p p ro a c h  i s  u sed  by i n s t i t u t i o n a l  i n v e s t o r s  i n  s e l e c t i n g
26
a  " c l e a n  p o r t f o l i o "  s t o c k .  A no the r  method under  t h i s  group i s
t h e  S o c i a l  I n d i c a t o r  Approach p i o n e e r e d  by HUD, HEW, and th e  G ene ra l
A ccoun t ing  O f f i c e  to  q u a n t i f y  th e  im pac t  o f  s o c i a l  p rogram s ,  such  as
27
jo b  t r a i n i n g ,  l o w - c o s t  h o u s i n g ,  day c a r e  c e n t e r s ,  e t c .
The f o u r t h  group -  t h e  c o s t - b e n e f i t  q u a n t i f i c a t i o n  method —
a t t e m p t s  t o  q u a n t i f y  t h e  c o s t s  and b e n e f i t s  o f  c o r p o r a t e  s o c i a l
p ro g ram s .  T h i s  a p p ro a c h  o c c u p i e s  t h e  l i t e r a t u r e  on th e  s u b j e c t  o f
s o c i a l  a u d i t s .  S e v e r a l  methods  a r e  p ro p o s e d  under  t h i s  g roup :
(1)  I n v e n t o r y  approach  -  P roposed  by Bauer and Fenn ,  t h i s
method p r o p o s e s  t h e  c onduc t  o f  a s o c i a l  a u d i t  a s  a f i r s t  s t e p ,  and
f o r  i n t e r n a l  d e c i s i o n - m a k i n g  p u r p o s e s  o n l y .  The app ro ac h  t a k e s  an
i n v e n t o r y  of  a l l  e x i s t i n g  s o c i a l  p rograms o f  the  company,  and s u b j e c t s
them to  a c r i t i c a l  r ev iew  and e v a l u a t i o n .  I t s  main t h r u s t  i s  mere ly
28
to  l e a r n  ab o u t  the  s o c i a l  p rograms o f  t h e  company.
26 B u tc h e r ,  op .  c i t . ,  p.  10 . See a l s o  th e  r e p o r t  of  Longs-  
t r e t h  and Rosenbloom to  th e  Ford F o u n d a t i o n ,  op .  c i £ .
^  Ibi_d . , p . 9 a .
9 0
Bauer and Fenn,  "What i s  a S o c i a l  A u d i t ? , "  op .  c i t . , 
p p . 4 3 -  45.
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(2) Program management a p p ro a c h  -  P i o n e e re d  by Bank o f  
Amer ica,  t h i s  method p r o c e e d s  by i d e n t i f y i n g  th e  f i r m ' s  s o c i a l  
a c t i v i t i e s ,  q u a n t i f y i n g  th e  c o s t  o f  t h e  p rogram ,  and a s c e r t a i n i n g  
w h e th e r  o r  n o t  t h e  o b j e c t i v e  has  been met.  I n  e f f e c t ,  t h e  company 
s e t s  a s p e c i f i c  o b j e c t i v e  f o r  each  s o c i a l  program and a t  some 
f u t u r e  d a t e ,  j u s t i f y i n g  th e  c o s t  i n  te rm s  of  th e  a t t a i n m e n t  o f  t h e  
p r e d e t e r m i n e d  o b j e c t i v e s .
(3) Cost  o r  o u t l a y  a p p ro a c h  -  T h i s  a p p ro a c h  was u sed  by 
D i l l e y  i n  h i s  s o c i a l  a u d i t  o f  a Midwest u t i l i t y  company.  I t  s t a r t s  
w i th  t h e  i d e n t i f i c a t i o n  o f  t h e  f i r m ' s  s o c i a l  p rog ram s ,  and i n d i c a t e s  
t h e  e x p e n d i t u r e s  f o r  th e  a c t i v i t y .  I n c lu d e d  in  t h e  f i n a l  r e p o r t
i s  a d i s c l o s u r e  of  q u a n t i t a t i v e  but  n o n - f i n a n c i a l  i n f o r m a t i o n  such
as  m i n o r i t y  p e r s o n s  h i r e d  d u r i n g  t h e  y e a r ,  t h e  number o f  pounds of
29s u l f u r  e m i t t e d  i n t o  t lie a i r ,  e t c .
(4)  C o n s t i t u e n t impac t  app ro ac h  -  T h i s  app roac h  was p io n e e r e d
30by Abt A s s o c i a t e s  which s e e k s  t o  p r e s e n t  in  th e  t r a d i t i o n a l  a c c o u n t ­
in g  model ,  p a r t i c u l a r l y  the  b a l a n c e  s h e e t  and th e  income s t a t e m e n t ,
O Q
S teven  C. D i l l e y  and J e r r y  J .  Weygandt,  "M easur ing  S o c i a l  
R e s p o n s i b i l i t i e s :  An E m p i r i c a l  T e s t , "  The Jou rna l  of  A c c o u n ta n c y ,
Vol.  CXXXV (S ep tem ber ,  1973),  p.  63.
3 0 AbĴ  A s s o c i a t e s  Annual Repo r t  & S o c i a l  A u d i t ,  1971.  See 
a l s o  C la rk  Abt,  "Managing to  Save Money While Doing C.ood," I n n o v a t i o n ,  
Vol.  XXVII ( .January.  1972), pp. 38-46.
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t h e  s o c i a l  c o s t s  and b e n e f i t s  o f  t h e  company’s o p e r a t i o n  to  i t s
c o n s t i t u e n t s  — em ployees ,  c u s t o m e r s ,  s u p p l i e r s ,  t h e  immedia te
community,  and t h e  g e n e r a l  p u b l i c .  T h i s  app roac h  has  been
c r i t i c i z e d  f o r  i t s  a b s t r a c t  and c o m p l i c a t e d  r e s u l t s  which on ly
31
a few cou ld  u n d e r s t a n d .
(5) Area o f  d i s t u r b a n c e  -  o p e r a t i o n  app ro ac h  -  Th i s  
ap p ro a c h  was expounded by t h i s  w r i t e r  d u r i n g  th e  NACBS symposium as  
an  a l t e r n a t i v e  t o  Bank o f  A m e r i c a ' s  p rogram management a p p r o a c h ,  
t o  Bauer and F e n n ' s  i n v e n t o r y  a p p ro a c h  and t o  S h o c k e r ' s  cu s to m er  
s o v e r e i g n t y  method.  I t  s e e k s  t o  i d e n t i f y  t h e  s o c i a l  p rograms of  
t h e  company,  a s c e r t a i n  w h e th e r  o r  n o t  th e  f i rm  i s  a d i r e c t  p a r t y  
t o  c a u s i n g  th e  p rob lem  ( d i r e c t  d i s t u r b a n c e  a s  a s i n g l e  f i r m ,  and 
d i r e c t  d i s t u r b a n c e  on an i n d u s t r y w i d e  b a s i s ) ,  i d e n t i f y  t h e  c o s t  
i n v o l v e  in  p u r s u i n g  the  program,  and c o n c e n t r a t e  c o r p o r a t e  e f f o r t s  
on th o s e  prob lems which the  f i rm  i s  c a u s i n g .  T h i s  ap p ro ac h  i s  
complementa ry  to  the  p r i o r i t y - s e t t i n g  c r i t e r i a  e s t a b l i s h e d  in  
C h a p te r  I I ,  S e c t i o n  I I  o f  t h i s  s t u d y .
D e s p i t e  t h e s e  a p p r o a c h e s ,  however,  th e  s t a t e  o f  th e  a r t  
i s  s t i l l  a t  i t s  c r u d e s t  s t a g e .  P a r t  o f  t h e  problem i s  t h a t  w h i l e  
an a d e q u a t e  methodology cou ld  be d e v i s e d  t o  acc o u n t  f o r  t h e  c o s t  
of  s o c i a l  p rog ram s ,  the  d e t e r m i n a t i o n  of  th e  c o r r e s p o n d i n g  b e n e f i t s  
p o s e s  an e x t r e m e l y  d i f f i c u l t  p rob lem .
I m p l i c a t i o n  C°r t h e  a c r o u n t n n t s  -  Thai a c c o u n t a n t s  c ou ld  
p la y  an im por tan t  r o l l 1 in c o n d u c t i n g  s o c i a l  a u d i t s  i s  hevond q u e s t i o n
^ H a u e r  ami Fenn,  "What i s  a S o c i a l  A u d i t ? , "  oj>. l i t . ,  p. 4 i
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However,  the  p r o f e s s i o n  s h o u ld  t a k e  t h i s  new f i e l d  a s  a s p e c i a l  
a c t i v i t y ,  th e  p r o d u c t  o f  which i s  a s p e c i a l  r e p o r t  which  i s  needed 
to  supp lem ent  th e  t r a d i t i o n a l  a c c o u n t i n g  r e p o r t s  of  t h e  a c c o u n t a n t .
In  t h i s  frame of r e f e r e n c e ,  th e  p r o f e s s i o n  s h a l l  s t r i v e  lo f i n d  a 
s u i t a b l e  me thodology so  t h a t  the  c o s t  o f  s o c i a l  programs c o u ld  
be r e p o r t e d  i n  th e  a c c o u n t a n t ’ s r e p o r t i n g  model .  The ad v a n ta g e  
o f  t h i s  app ro ac h  i s  o b v i o u s .  The c o s t  o f  s o c i a l  programs (which 
a r e  o f  f i n a n c i a l  s i g n i f i c a n c e )  would be more m e an in g fu l  i f  i t  i s  
r e p o r t e d  a l o n g  w i t h  a l l  t h e  f i n a n c i a l  m a t t e r s  o f  the  company.  
U n f o r t u n a t e l y ,  t h e  a t t e n t i o n  o f  th e  p r o f e s s i o n  i s  d i r e c t e d  tow ards  
t h e  p rob lem s  o f  s o c i a l  a u d i t  t h a n  to  r e p o r t  th e  c o s t  o f  s o c i a l  
programs i n  t h e  f i n a n c i a l  s t a t e m e n t s .
The Problem o f  Measurement
The fundamenta l  i s s u e  which c o n f r o n t s  th e  conduc t  o f  s o c i a l  
a u d i t  i s  t h e  measurement p rob lem .  As p o i n t e d  o u t  e a r l i e r ,  an a d e q u a te  
me thodology c o u ld  be d e v i s e d  to  measure  t h e  c o s t  o f  c o r p o r a t e  r e s o u r c e s  
commit ted  to  s o c i a l  a c t i v i t i e s .  However, m e asu r in g  th e  b e n e f i t s  
d e r i v e d  from t h e s e  s o c i a l  a c t i v i t i e s  i s  a lm o s t  an u n s u rm o u n ta b le  
p rob lem .  The r e a s o n  i s  t h a t  from th e  s t a n d p o i n t  o f  a c c o u n t i n g  (and 
o t h e r  d i s c i p l i n e s  f o r  t h a t  m a t t e r ) ,  measurement means a b s o l u t e  d o l l a r  
t e rm s .  T h i s  i s  e n g r a i n e d  in  ev e ry  p r i n c i p l e ,  s t a n d a r d ,  p r a c t i c e ,  e t c .  
o f  th e  a c c o u n t i n g  p r o f e s s i o n .
But the  r e a l i t y  of  the  problem i s  b e i n g  o v e r l o o k e d .  While 
t h e  s a c r i f i c  in p u r s u i n g  a s o c i a l  program cou ld  be e x p r e s s e d  in 
d o l l a r  t e rm s ,  the  b e n e f i t  d e r i v e d  from i t  does not g e n e r a l l y  y i e l d  
to  monetary  m e asu re s .  The A ccoun t ing  O b j e c t i v e s  Study Croup o f  the
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AICPA p u t  t h i s  p o i n t  s u c c i n c t l y :
The s a c r i f i c e s  i n c u r r e d  t o  a c h i e v e  s o c i a l  g o a l s  can 
be s e p a r a t e d  and d e s c r i b e d  —  and so can t h e  b e n e f i t s ,  
bu t  roost l i k e l y  no t  i n  d o l l a r s .  These s a c r i f i c e s  might  
i n c l u d e  t h e  amounts d o n a ted  t o  a h o s p i t a l  o r  s p e n t  in  
h i r i n g  and t r a i n i n g  h a n d icap p ed  p e o p l e .  The r e s u l t s  
can  be r e p o r t e d  i n  t e rm s  o f  a d d i t i o n a l  h o s p i t a l  bed 
c a p a c i t y  o r  the  number o f  h a n d icap p ed  employed.  To go 
f u r t h e r  i n  r e p o r t i n g  t h e  r e l a t i o n s h i p  be tween  p r i v a t e  
and s o c i a l  s a c r i f i c e s  and b e n e f i t s  i s  d i f f i c u l t ,  b eca u se  
t h e  s a c r i f i c e  i s  l a r g e l y  m one ta ry  and th e  r e l a t e d  
b e n e f i t  i s  m a in ly  n onm one ta ry .32
In  t a k i n g  a g e n e r a l  v iew o f  t h e  measurement  p rob lem of 
t h e s e  s o c i a l  a c t i v i t i e s  i n  so  f a r  a s  i t  r e l a t e s  to  a c c o u n t i n g ,  
t h e  immedia te  e x h o r t a t i v e  s u g g e s t i o n  o f  a co n tem p o ra ry  a c c o u n t a n t  
i s  t o  r e l a x  ou r  e x i s t i n g  measurement  t e c h n i q u e s .  B u t ,  p e r h a p s ,  
t h i s  r e l a x a t i o n  of  o u r  measurement methods  i s  n o t  c r i t i c a l  from a 
f i n a n c i a l  a c c o u n t i n g  s t a n d p o i n t .  Three  main i n t e r r e l a t e d  c o n s i ­
d e r a t i o n s  may c l a r i f y  t h i s  p o i n t .
F i r s t ,  t h e  t h r u s t  o f  th e  p r o f e s s i o n ' s  e f f o r t s  to  s o l v e  
t h e  s o c i a l  measurement problem i s  a d d r e s s e d  to  t h e  p rob lem s  of  
s o c i a l  a u d i t .  T h i s  e x c l u d e s  t h e  more b a s i c  and fundam en ta l  r e s p o n ­
s i b i l i t y  o f  a c c o u n t i n g  t o  p r o v i d e  u s e f u l  and r e l e v a n t  i n f o r m a t i o n  
t o  u s e r s  o f  c o r p o r a t e  f i n a n c i a l  r e p o r t s .  In o t h e r  w ords ,  th e  
immedia te  p rob lem  o f  th e  p r o f e s s i o n  i s  how to  r e p o r t  th e  c o s t  o f  
c o r p o r a t e  s o c i a l  a c t i v i t i e s  in  i t s  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  
model .  However,  the q u e s t  ion  wh i ch may not have been asked  so f a r  i s :
32
AICPA, S tudy  Croup on th e  O b j e c t i v e s  o f  F i n a n c i a l  S t a t e ­
m e n ts ,  o p . c i t . ,  p .  54.
189
Does th e  a c co u n tin g  p r o f e s s io n  have s u i t a b l e  te ch n iq u es  to  a s c e r t a i n  
the  c o s t  o f  th e se  s o c i a l  a c t l v l t e s ?
Second, th e  d i s c u s s io n  regard in g  the measurement o f  b e n e f i t s  
d er iv ed  from th e s e  s o c i a l  a c t i v i t i e s  have not c l a r i f i e d  th e  q u e s t io n  
" b e n e f i t  to  whom?" I f  t h i s  q u e s t io n  i s  con ce ived  as b e n e f i t  to  the  
company ( th a t  i s ,  d i r e c t  b e n e f i t ) ,  th e  l o g i c a l  c o n c lu s io n  would be 
th a t  our understanding  o f  a s o c i a l  a c t i v i t y  needs a s im i l a r  c l a r i ­
f i c a t i o n .  The i n e v i t a b l e  e x p la n a t io n  i s  th a t  i f  a firm  h e lp s  a 
m in o r ity  businessm an, fo r  in s t a n c e ,  th e  former spends the  money and 
th e  l a t t e r  reaps the  b e n e f i t .  The i n d ir e c t  b e n e f i t  to  the company, 
i f  such a b e n e f i t  e x i s t s ,  may be g o o d w il l  and improved image.
Of c o u r s e ,  our p resen t  g e n e r a l ly  a ccepted  accou n tin g  p r in c i p l e s  
do not s a n c t io n  th e  reco rd in g  o f  t h i s  type o f  g o o d w il l  or image, 
not because o f  measurement c o n s id e r a t io n s  but because o f  la c k  o f  
l o g i c a l  b a s i s .  I f ,  however, the b e n e f i t s  d e r iv e d  from a s o c i a l  
program i s  in ten d ed  fo r  the r e c i p i e n t  which may be an in d iv i d u a l ,  
a group o f  p e r so n s ,  or s o c i e t y  a t  l a r g e ,  then the problem o f  m easuring,  
rec o rd in g  and r e p o r t in g  such b e n e f i t  may no lon ger  be a problem.  
C onseq uently ,  the  monetary v a lu e  o f  co rp o ra te  r e s o u r c e s  committed to  
t h e s e  s o c i a l  a c t i v i t i e s  are  tr e a te d  in  th e  f i n a n c i a l  r e p o r ts  j u s t  
l i k e  th o se  array o f  exp ired  c o s t s  and expenses  for  a p a r t ic u la r  
a ccou n tin g  period  which could not be reason ab ly  r e la t e d  or traced  
to  a p a r t i c u la r  b e n e f i t  (r e v e n u e ) .
Third , the cu rren t  emphasis on the s o c i a l  a u d it  d oes  not  
h e lp  us i d e n t i f y  the p a r t ic u la r  needs th a t  t h i s  s o p h i s t i c a t e d  
endeavor i s  to  s a t i s f y .  More im p o rta n t ly ,  in  fa c in g  the problem,
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t h e  a c c o u n t a n t ' s  a t t e n t i o n  has  been so  c o m p l e t e l y  ab s o rb e d  and o v e r ­
whelmed t h a t  th e  s i g n i f i c a n c e ,  i n f o r m a t i o n - w i s e ,  o f  c o r p o r a t e  
s o c i a l  a c t i v i t i e s  has  n o t  been  s c i e n t i f i c a l l y  d i s s e c t e d  from th e  
v a n t a g e  p o i n t s  o f  b o th  i n t e r n a l  (management) and e x t e r n a l  u s e r s  o f  
th e  i n f o r m a t i o n .  U n q u e s t io n a b l y ,  t h e  i n f o r m a t i o n  needs  of  t h e s e  
u s e r s  a r e  n o t  i d e n t i c a l .  I t  i s  s p e c u l a t e d  i n  t h i s  i n q u i r y  t h a t  
f o re m o s t  t o  e x t e r n a l  u s e r s  of  c o r p o r a t e  r e p o r t s  i s  t h e  d i r e c t  and 
o v e r t  in vo lvem en t  o f  t h e  e n t e r p r i s e  in  s o c i a l  a c t i v i t i e s .  T h e re ­
f o r e ,  t h e  most r e l e v a n t  a s p e c t  of  a s o c i a l  program f o r  t h e s e  
e x t e r n a l  u s e r s  i s  t h e  r e s o u r c e s  com m it ted ,  which cou ld  r e a s o n a b l y  
be t r a n s l a t e d  i n t o  a b s o l u t e  d o l l a r s .  A c c e p t in g  t h i s  p r e m i s e ,  th e n  
th e  measurement p rob lem f o r  e x t e r n a l  r e p o r t i n g  i s  s i m p l i f i e d .  On th e  
o t h e r  hand,  i n t e r n a l  u s e r s  need more i n f o r m a t i o n  r e g a r d i n g  t h e s e  
s o c i a l  a c t i v i t i e s  f o r  t h e i r  c o n ce rn  i s  t h e  e f f e c t i v e  and e f f i c i e n t  
u t i l i z a t i o n  and a l l o c a t i o n  of  s c a r c e  company r e s o u r c e s .  But even 
w i t h  t h e s e  expanded n e e d s ,  th e  e l a b o r a t e  p r o d u c t  o f  a s o c i a l  a u d i t  
w i t h  a l l  i t s  v a r i o u s  s o p h i s t i c a t e d  measurements  may no t  be needed .
The p r o x i m i t y  of  i n t e r n a l  u s e r s  to  th e  d e t a i l s  o f  c o r p o r a t e  
a f f a i r s  and th e  p r a g m a t ic  a s p e c t  of  i n t e r n a l  d e c i s i o n - m a k i n g  make 
th e  d e c i s i o n  models  o f  t h i s  group  o f  u s e r s  open t o  q u a l i t a t i v e  
i n p u t .
To sum up,  th e  measurement  problem r e l a t i v e  to  s o c i a l  
a c t i v i t i e s  i s  a d d r e s s e d  to  th e  s o c i a l  a u d i t ,  t h e  p r o d u c t  of  which 
i s  a s p e c i a l  r e p o r t  which may be used as  a supplement to  t h e  
t r a d i t i o n a l  f i n a n c i a l  r e p o r t s  of  the  e n t e r p r i s e .  But t h i s  r e p o r t  
does  not  r e l i e v e  th e  a c c o u n t i n g  p r o f e s s i o n  from r e p o r t i n g  the  c o s t
191
o f  s o c i a l  a c t i v i t i e s  in  i t s  t r a d i t i o n a l  r e p o r t in g  m odel. To cope 
w ith  t h i s  r e s p o n s i b i l i t y ,  the c o s t s  o f  s o c i a l  a c t i v i t i e s  have to  
be i d e n t i f i e d ,  measured and r e p o r te d .  T his in q u iry  contends th a t  
the a ccou n tin g  p r o f e s s io n  has adequate te ch n iq u es  and c a p a b i l i t i e s  
in  accordance w ith  g e n e r a l ly  accep ted  a cco u n tin g  p r in c i p l e s  to  handle  
the  problem.
A Methodology fo r  A ccounting and R eporting  
the  Cost o f  S o c ia l  Program
In order th a t  co rp o ra te  s o c i a l  a c t i v i t i e s  cou ld  be commu­
n ic a te d  to  u sers  o f  corp ora te  r e p o r t s ,  t h i s  s tud y  proposes  th at  
both q u a n t i t a t iv e  and q u a l i t a t i v e  data  con cern in g  th e s e  s o c i a l  a c t i ­
v i t i e s  be rep orted  in  th e  t r a d i t i o n a l  f i n a n c i a l  sta tem ent models o f  
the a cco u n ta n t .  The q u a n t i t a t iv e  a s p e c t  o f  th e s e  data  s h a l l  be 
measured in  terms o f  the c o s t  o f  pursuing th e se  s o c i a l  a c t i v i t i e s .  
For the purpose o f  t h i s  s tu d y ,  c o s t s  s h a l l  be d e f in ed  as:
Input c o s t s  w hich , excep t  for  a i r  and water p o l lu t i o n  
p r o j e c t s ,  may c o n s i s t  o f  (1) d i r e c t  o u t -o f -p o c k e t  
exp en ses  ( in  c e r t a in  i n s t a n c e s ,  in crem en ta l c o s t s ) ;
(2) time sp en t  by company p erso n n e l in  pu rsuing  the  
program; and (3) a c e r t a in  p o r t io n  o f  the department 
overhead . For p o l l u t i o n  a c t i v i t i e s ,  th e s e  input  
c o s t s  may in c lu d e :  (1) the d e p r e c ia t io n  o f  the phy­
s i c a l  f a c i l i t i e s ;  (2) a d m in is t r a t iv e  c o s t s ;  ( 3 ) c o s t  
o f  o p e r a t in g  the f a c i l i t i e s ;  and (4) in  c e r t a in  c a s e s ,  
resea r ch  c o s t s .  These c o s t s  s p e c i f i c a l l y  exc lu de  
op p o rtu n ity  c o s t s .
The q u a l i t a t i v e  a s p e c t  o f  t h e s e  d a t a  s h a l l  i n c l u d e  non-  
f i n a n c i a l  s t a t e m e n t s  and r e p r e s e n t a t i o n s  o f  c o r p o r a t e  management 
which c o u ld  r e a d i l y  be d i s c l o s e d  in  th e  f o o t n o t e s  to  th e  f i n a n c i a l  
s t a t e m e n t  mode ls .  C u r r e n t  a c c o u n t i n g  p r a c t i c e s  i n c l u d e  th e
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n e c e s s a r y  p r o c e d u r e s  and r u l e s  t o  r e a s o n a b l y  v e r i f y  t h e s e  d a t a .
A c t u a l l y ,  a s  w i l l  be n o te d  i n  C h a p t e r  V, t h e  a p p l i c a t i o n  
of  t h i s  i n p u t  c o s t  me thodology encompasses  a c r o s s - s e c t i o n  
of  v a r i o u s  s o c i a l  a u d i t  m e th o d o lo g i e s  d i s c u s s e d  e a r l i e r ,  namely;  
t h e  i n v e n t o r y  a p p r o a c h ,  t h e  c o s t  o r  o u t l a y  ap p ro ac h  and the  
program management a p p r o a c h .  The i n v e n t o r y  ap p ro ac h  i s  p a r t i ­
c u l a r l y  e s s e n t i a l  f o r  companies  which a r e  making an i n i t i a l  r e v i e w  
and c o s t i n g  of  t h e i r  s o c i a l  p rogram s .
The 1969-70 Committee on N o n - F i n a n c i a l  Measures o f  E f f e c ­
t i v e n e s s  o f  the  American A cco u n t in g  A s s o c i a t i o n  a p p e a r s  to  f a v o r  
t h i s  app ro ac h  a s  a method of  m e asu r ing  q u a n t i t a t i v e  e f f e c t i v e n e s s .
The Committee s a y s :
F i r s t  a p p r o x im a t i o n  o f  q u a n t i t a t i v e  e f f e c t i v e n e s s  
m easures  might  be m easu re s  o f  t h e  amounts o f  th e  
r e s o u r c e s  b e in g  d e v o te d  t o  a c h i e v i n g  t h e s e  g o a l s ,  
t h e  amount o f  c h a r i t a b l e  c o n t r i b u t i o n s  made by the  
f i r m  and i t s  e m p loyees ,  c o s t s  b e i n g  b o rn e  by th e  
company as  a r e s u l t  o f  t r a i n i n g  and employment of  
d i s a d v a n t a g e d  c i t i z e n s ,  t h e  use o f  t h e  f i r m ' s  
p h y s i c a l  f a c i l i t i e s  and o f  i t s  em p lo y e e s '  t a l e n t s  
f o r  c i v i c  p u r p o s e s ,  e t c .  33
S i m i l a r  a p p l i c a t i o n s  of  t h e s e  methodology has  been  no te d  in  
t h e  l i t e r a t u r e .  In 1972, D i l l e y  made a s o c i a l  a u d i t  o f  a Midwest gas  
and e l e c t r i c  u t i l i t y  company u s i n g  th e  c o s t  o r  o u t l a y  app roach  to  
measure  th e  r e s o u r c e s  commit ted to  s o c i a l  a c t i v i t i e s .  He s u g g e s t e d
33American A cco u n t in g  A s s o c i a t i o n ,  Committee on N o n - F i n a n c i a l  
Measures  o f  E f f e c t i v e n e s s ,  1971, op .  c i t . , p .  181.
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a fo rm a t  f o r  p r e s e n t i n g  t h e  r e s u l t s  c a l l e d  a " S o c i a l  R e s p o n s i b i l i t y
34
Annual  R e p o r t "  (SRAR).
Linowes u s e s  a s i m i l a r  methodology in  q u a n t i f y i n g  th e  c o s t s
of  " so c io eco n o m ic  i t e m s "  f o r  h i s  p roposed  "Soc ioeconom ic  O p e r a t i n g
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S t a t e m e n t "  (SEOS).
I t  s h o u ld  be n o t e d  t h a t  t h e  a p p l i c a t i o n s  m en t ioned  above 
were  i n t e n d e d  f o r  a  s o c i a l  a u d i t .  John Tepper  M ar l in  u t i l i z e d  th e  
same a p p ro a c h  b u t  e x t e n d e d  h i s  d i s c u s s i o n  to  th e  r e p o r t i n g  p roblems 
o f  s o c i a l  a c t i v i t i e s ,  and s u g g e s t e d  a p r o c e d u r e  f o r  a t t e s t i n g  to  
t h e  r e s u l t i n g  d a t a .  However,  he e x p r e s s e d  s t r o n g  r e s e r v a t i o n  about  
th e  use  of  e x p e n d i t u r e s  a s  an in d e x  of  pe r fo rm a nce  beca use  "a  s t a t e ­
ment o f  e x p e n d i t u r e s  by i t s e l f  t e l l s  us n o t h i n g  abou t  how much of  a 
j o b  had to  be done and how much p o l l u t i o n  remained  a f t e r  i t  was 
c o m p l e t e d . "  He p roposed  t h a t  t h e  c o r p o r a t i o n  s h o u ld  r e p o r t  th e  
s t a t u s  o f  i t s  p o l l u t i o n  c o n t r o l  f a c i l i t i e s  in  r e l a t i o n  t o  th e  l a t e s t  
c o n t r o l  t e c h n o lo g y  ( s t a t e - o f - t h e - a r t  c o n t r o l  equipment s t a n d a r d )  and 
i t s  com p l ian c e  w i th  a c c e p t a b l e  e m is s i o n  s t a n d a r d s  ( a c c e p t a b l e
'X/
D i l l e y ,  op .  c i t . ,  See a l s o  D i l l e y  and Weygandt,  op .  c i t .
^^Linowes ,  " L e t ' s  Get on With th e  S o c i a l  A u d i t :  A S p e c i f i c
P r o p o s a l , "  op .  c i t .  See a l s o  h i s  a r t i c l e  "The A ccoun t ing  P r o f e s s i o n  
and S o c i a l  P r o g r e s s , "  The J o u r n a l  o f  A cco u n ta n cy , Vol.  CXXXV ( J u l y ,  
1973) ,  pp.  32-40
John  Tepper  M a r l i n ,  "A c coun t ing  f o r  P o l l u t i o n , "  The 
J o u r n a l  of  A c c o u n ta n c y , V o l .  CXXXV (F e b ru a ry  2,  1973) ,  p .  42.
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e m is s i o n  s t a n d a r d ) .  M a r l i n ,  however ,  d id  n o t  s p e c i f y  th e  
s p e c i f i c  l o c a t i o n  o f  t h i s  d i s c l o s u r e  in  t h e  f i n a n c i a l  s t a t e m e n t s .
Of c o u r s e ,  t h e  me thodology p ro p o sed  i n  t h i s  s t u d y  w i l l  d i s c l o s e  
such  i n f o r m a t i o n  as  a f o o t n o t e  t o  t h e  f i n a n c i a l  s t a t e m e n t s .  Two 
o t h e r  a p p l i c a t i o n s  were i n t e n d e d  f o r  i n t e r n a l  d e c i s i o n - m a k i n g  which 
took  i n t o  a c c o u n t  t h e  c o s t  o f  u s i n g  c o r p o r a t e  funds  f o r  th e  p u r p o s e .  
The Bank of  America i s  t h e  p i o n e e r  i n  t h i s  a r e a .  In a d d i t i o n  to  
m e asu r in g  th e  c o s t s  ( l e s s  any a p p l i c a b l e  income) o f  i t s  s o c i a l  
p rog ram s ,  i t  i n c l u d e d  a c e r t a i n  amount o f  o p p o r t u n i t y  c o s t .
Dixon and T horn ton  used th e  methodology in  a s c e r t a i n i n g  th e  o v e r a l l
c o s t  o f  a w a s t e  t r e a t m e n t  f a c i l i t y  w i t h  a d e q u a t e  p r o v i s i o n  f o r  th e
38c o s t  o f  c a p i t a l  used in  t h e  p r o j e c t .
I I .  IDENTIFICATION AND CLASSIFICATION 
OF COSTS OF SOCIAL PROGRAMS
B efo re  a m e a n in g fu l  d i s c u s s i o n  o f  t h e  a c c o u n t i n g  a s p e c t s  of  
s o c i a l  programs c o u l d  be a c c o m p l i s h e d ,  t h e r e  i s  a n e c e s s i t y  f o r  
i d e n t i f y i n g  and c l a s s i f y i n g  t h e  c o s t  o f  t h e s e  s o c i a l  p rog ram s .  Using 
i n p u t  c o s t  me thodology a s  p roposed  e a r l i e r ,  t h i s  s e c t i o n  w i l l  a t t e m p t
37I b i d . ,  pp.  4 2 -44 .
- ^ L y n w o o d  j ,  Dixon and John M. T h o rn to n ,  J r . ,  "The Cost of  
C le a n in g  P o l l u t i o n , "  Management A cco u n t in g  (NAA), Vol .  LIV 
(November, 1972) ,  pp .  13-17 .
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to  I d e n t i f y  t h e  c o r p o r a t e  r e s o u r c e s  commit ted  to  t h i s  a c t i v i t y ,  and
39
t o  a t t a c h  mone ta ry  v a l u e s  t o  t h e s e  r e s o u r c e s .
In  o r d e r  t h a t  th e  r e s o u r c e s  commit ted  and th e  r e s u l t i n g  
d o l l a r  v a l u e s  c o u ld  be v e r i f i e d ,  t h e  d i s c u s s i o n  w i l l  be l i m i t e d  to  
p o l l u t i o n  c o n t r o l  and aba tem e n t  e x p e n d i t u r e s  a s  w e l l  a s  c e r t a i n  
s o c i a l  programs which were s t u d i e d  i n  C h a p te r  V. I t  i s  b e l i e v e d ,  
however ,  t h a t  t h e  r e s o u r c e s  commit ted  to  p o l l u t i o n  c o n t r o l  and to  
t h e  o t h e r  s o c i a l  a c t i v i t i e s  o f  t h e  f i rm  would n o t  d i f f e r  s i g n i f i c a n t l y  
from i n d u s t r y  t o  i n d u s t r y  o r  from company to  company l e v e l .
C l a s s i f i c a t i o n  o f  C o s t s  o f  S o c i a l  Programs
For a more m e an in g fu l  r e f e r e n c e  t o  t h e  c o s t s  of  s o c i a l  
p rogram s ,  th e  f o l l o w i n g  c l a s s i f i c a t i o n  o f  t h e s e  c o s t s  a r e  o f f e r e d .  
F i r s t ,  c l a s s i f i e d  as  to  i n t e n t  o r  p u r p o s e ,  t h e  c o s t  of  s o c i a l  a c t i ­
v i t i e s  may be p r e v e n t i v e  or  r e f u r b i s h i n g .  T h i s  type  o f  c l a s s i ­
f i c a t i o n  i s  g e n e r a l l y  a d d r e s s e d  t o  p o l l u t i o n  c o n t r o l  and a b a t e ­
ment e x p e n d i t u r e s .  P r e v e n t i v e  c o s t s  a r e  t h o s e  i n t e n d e d  to  p r e v e n t  
p r e s e n t  o r  f u t u r e  p o l l u t i o n  damage to  t h e  e n v i ro n m e n t .  In t h i s  con­
t e x t ,  i t  may be d i f f i c u l t  to  i d e n t i f y  t h a t  p o r t i o n  o f  th e  c o s t
■^As f a r  as  i t  cou ld  be a s c e r t a i n e d ,  th e  l i t e r a t u r e  does 
not  p r o v id e  any i n f o r m a t i o n  a s  t o  t h e  c o s t s  i n c u r r e d  i n  u n d e r t a k i n g  
v a r i o u s  s o c i a l  p rogram s .  In f a c t ,  t h e  Committee on Env i ronm en ta l  
E f f e c t s  of  O r g a n i z a t i o n  Behav ior  recommended t h a t  r e s e a r c h  has  to  be 
u n d e r t a k e n  to  d e f i n e  what c o n s t i t u t e s  p o l l u t i o n  c o n t r o l  and aba tement  
e x p e n d i t u r e s .  See American A c c o u n t in g  A s s o c i a t i o n ,  Committee on 
Envi ronmenta l  E f f e c t s  o f  O r g a n i z a t i o n  B e h a v i o r ,  1973,  op .  c i t . ,
p .  116.
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which  i s  a p p l i c a b l e  t o  t h e  p r e v e n t i o n  o f  p r e s e n t  o r  f u t u r e  damage 
to  t h e  e n v i ro n m e n t .  The r e a s o n  i s  t h a t  a c t i o n s  t o  p r e v e n t  p r e s e n t  
p o l l u t i o n  and damage may e l i m i n a t e  such  a p rob lem i n  th e  f u t u r e .  
R e f u r b i s h i n g  c o s t s  a r e  t h o s e  e x p e n d i t u r e s  i n t e n d e d  to  c o r r e c t  a 
p a s t  damage t o  t h e  env i ronm en t  o r  to  r e s t o r e  th e  a r e a  to  i t s  o r i g i n a l  
o r  fo rmer  s t a t e ,  sh ap e  o r  a p p e a r a n c e .  Examples o f  t h e s e  a r e  th e  
r e s t o r a t i o n  o f  t h e  la nd  s u r f a c e  a s  a r e s u l t  o f  s t r i p  m in in g ,  o i l  
e x p l o r a t i o n  and d r i l l i n g ,  d e f o l i a t i o n  o f  t h e  a r e a  a s  a r e s u l t  o f  a 
p a r t i c u l a r  a c t i v i t y ,  e t c .
P h i l o s o p h i c a l l y ,  however ,  t h i s  c l a s s i f i c a t i o n  may app ly  
to  a lm o s t  a l l  s o c i a l  p rog ram s .  For i n s t a n c e ,  s o c i a l  programs 
a d d r e s s e d  t o  t h e  needs  o f  m i n o r i t i e s  may y i e l d  to  such  c l a s s i f i c a t i o n  
p r e v e n t i v e  in  t h e  s e n s e  t h a t  t h e  i n t e n t i o n  o f  a s o c i a l  program i s  to  
b r i n g  th e  m i n o r i t i e s  i n t o  th e  m a in s t r eam  of  Amer ican l i f e ;  r e f u r ­
b i s h i n g  to  th e  e x t e n t  t h a t  the  i n t e n t i o n  o f  t h e  program i s  to  
c o r r e c t  p a s t  i n j u s t i c e s  to  t h e s e  m i n o r i t i e s .
Second ,  t h e  c o s t s  of  s o c i a l  p rograms may be c l a s s i f i e d  as  
to  th e  manner by which company r e s o u r c e s  a r e  c om m it ted .  Under 
t h i s  c l a s s i f i c a t i o n ,  t h e s e  c o s t s  may be r e f e r r e d  to  as  d i r e c t  o r  
i n d i r e c t  conmitment  of c o r p o r a t e  r e s o u r c e s .  The former  r e f e r s  to  
d i r e c t  o u t l a y s  such  as  in v e s tm en t  in  p o l l u t i o n  c o n t r o l  f a c i l i t i e s ,  
c o r p o r a t e  p h i l a n t r o p h y , a d m i n i s t r a t i v e  c o s t s  o f  u n d e r t a k i n g  th e  
s o c i a l  p rogram,  e t c .  I n d i r e c t  c o s t s  may i n c l u d e  p e r s o n n e l  t ime 
s p e n t  in  p u r s u i n g  th e  s o c i a l  a c t i v i t y ,  s u p p l i e s ,  o p p o r t u n i t y  c o s t s ,  
e t c .
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A t h i r d  c l a s s i f i c a t i o n  may r e f e r  t o  t h e  d r i v i n g  f o r c e  which 
in d u c e s  t h e  f i r m  t o  u n d e r t a k e  c e r t a i n  s o c i a l  p ro g ram s .  Under t h i s  
c a t e g o r y ,  t h e  c o s t s  of  u n d e r t a k i n g  th e  s o c i a l  a c t i v i t y  may be  c l a s s i ­
f i e d  a s  e i t h e r  v o l u n t a r y  o r  i n v o l u n t a r y .  The v o l u n t a r y  c o s t s  of  
s o c i a l  programs may encompass a l l  c o s t s  of  such  programs p u rsued  
by r e a s o n  o f  c o n s c i e n c e  o r  s e l f - i n t e r e s t  o t h e r  than  by v i r t u e  o f  any 
go v e rn m e n ta l  r u l e  o r  s t a n d a r d .  I n v o l u n t a r y  c o s t s  i n c l u d e  a l l  
e x p e n d i t u r e s  n e c e s s a r y  t o  meet  a  government s t a n d a r d .  T h i s  i s  common 
i n  p o l l u t i o n  c o n t r o l  c a s e s  and i n  t h e  c a s e  o f  s a f e t y  s t a n d a r d s  o f  
t h e  company.  A q u e s t i o n  was r a i s e d  under  t h i s  c l a s s i f i c a t i o n  r e g a r d i n g  
t h e  e x p e n d i t u r e s  i n c u r r e d  by t h e  company t o  a t t a i n  a l e v e l  of  a c t i ­
v i t y  over  and above  t h e  s t a n d a r d s  s e t  by t h e  g o v e r n in g  a u t h o r i t y .
The answer  to  t h i s  que ry  depends  on t h e  e x t e n t  to  which t h e  c l a s s i ­
f i c a t i o n  i s  c a r r i e d  t h r o u g h .  I t  i s  o b v i o u s ,  however,  t h a t  t h e  c o s t s  
i n c u r r e d  in  e x c e s s  of  the  l e g a l  r e q u i r e m e n t s  f a l l  under  th e  v o l u n t a r y  
c l a s s i f i c a t i o n .
I d e n t i f i c a t i o n  of  C o r p o r a t e  R eso u rces  Committed
For t h e  p u r p o s e  of  t h i s  s t u d y ,  t h e  r e s o u r c e s  commit ted  to  
s o c i a l  a c t i v i t i e s  o f  a company a r e  i d e n t i f i e d  s e p a r a t e l y  f o r  p o l l u t i o n  
c o n t r o l  and aba tem en t  a c t i v i t y  and f o r  t h e  o t h e r  s o c i a l  programs 
o f  the  f i r m .
With r e s p e c t  to  a i r  and w a t e r  p o l l u t i o n  aba tem en t  and o t h e r  
e n v i ro n m e n ta l  damage c o n t r o l ,  t h e  i t e m s  l i s t e d  below r e p r e s e n t  the  
s i g n i f i c a n t  components of  company r e s o u r c e s  in v o lv e d  or  commit ted  
to  t h e s e  p r o j e c t s :
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(1) c a p i t a l  i n v e s t m e n t  o r  o u t l a y s  i n  p o l l u t i o n  
o r  e n v i ro n m e n ta l  c o n t r o l  f a c i l i t i e s
(2)  human t a l e n t s  and r e s o u r c e s  commit ted  to  
th e  p r o j e c t
(3) o p e r a t i n g  c o s t  o u t l a y s
(A) r e s e a r c h  c o s t s  f o r  im prov ing  th e  t e c h n o lo g y  
f o r  p o l l u t i o n  aba tem e n t  and e n v i ro n m e n ta l  
damage c o n t r o l
For o t h e r  s o c i a l  p ro g ram s ,  th e  f o l l o w i n g  a r e  t h e  s i g n i f i c a n t  
c o r p o r a t e  r e s o u r c e s  i n v o l v e d :
(1) d i r e c t  c a s h  o u t l a y s  i n c u r r e d  e i t h e r  to  p u r s u e  
t h e  p rogram o r  a s  a d i r e c t  c o n t r i b u t i o n  i n  t h e  
c a s e  o f  c o r p o r a t e  p h i l a n t r o p h y
(2) human t a l e n t s  and r e s o u r c e s  i n v o l v e d  o r  commit ted
(3) s h a r e  o f  company o r  dep a r tm en t  ov e rh ea d
(A) in  some i n s t a n c e s ,  o u t l a y s  f o r  c e r t a i n
equipment o r  f a c i l i t i e s  such  as  t r a i n i n g  
a i d s ,  d o n a t i o n  of  o f f i c e  eq u ip m e n t ,  e t c .
A t t a c h i n g  Monetary V a lues  to  R e s o u rc e s  C onm i t ted
By u s i n g  in p u t  c o s t s  a s  a me thodology f o r  m e a su r in g  or  
q u a n t i f y i n g  t h e  c o s t  o f  s o c i a l  p ro g ram s ,  t h e  company r e s o u r c e s
in v o lv e d  o r  commit ted  a s  m en t ioned  above may be t r a n s l a t e d  i n t o
d o l l a r  t e rm s .  For p o l l u t i o n  aba tem e n t  and c o n t r o l  o f  e n v i ro n m e n ta l  
damage,  t h e s e  r e s o u r c e s  may be t r a n s l a t e d  a s  f o l l o w s :
(1) The c a p i t a l  o u t l a y s  have to  be d e p r e c i a t e d  ove r  the  
l i f e  of  t h e  a s s e t  based  on th e  company 's  d e p r e c i a t i o n  p o l i c e s .  I f  
th e  p o l l u t i o n  c o n t r o l  equipment i s  a f e a t u r e  or  an i n t e g r a l  p a r t  o f  
th e  p l a n t  m achinery  and eq u ip m e n t ,  th e  d e p r e c i a t i o n  expense  s h a l l  
be the  e x c e s s  o ve r  th e  normal d e p r e c i a t i o n  c h a r g e  i f  th e  p l a n t
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m achinery  and equ ipment do n o t  have t h e  p o l l u t i o n  c o n t r o l  f e a t u r e .  
T h i s  would p e rh a p s  pose some p ro b le m s ,  and even  r e s u l t  i n  a r b i t r a r y  
e s t i m a t e s .  However, t h e  e n g i n e e r i n g  s t a f f  o f  t h e  company and th e  
m a n u f a c t u r e r  of  t h e  equ ipment may be of  t r emendous  h e l p  in  s o l v i n g  
t h e  p rob lem .
In t h e  o i l  i n d u s t r y ,  t h i s  p rob lem  a p p e a r s  t o  have been
rem e d ied .  The i n d u s t r y  has  d e v e lo p e d  g u i d e l i n e s  to  i d e n t i f y  t h e
p e r c e n t a g e  component  o f  an equ ipment i t em  which i s  i n t e n d e d  t o  con-
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t r o l  a i r  and w a te r  p o l l u t i o n  and o t h e r  e n v i ro n m e n ta l  damage.
(2)  The human r e s o u r c e s  commit ted to  t h e  p r o j e c t  may be 
i n c l u d e d  under  a d m i n i s t r a t i v e  c o s t s ,  which c o n s i s t  p r i m a r i l y  o f  th e  
s a l a r y  and b e n e f i t s  o f  t h e  p e r s o n n e l  h i r e d  o r  r e t a i n e d  t o  o p e r a t e  
t h e  f a c i l i t i e s .  I f  t h e  e x i s t i n g  p e r s o n n e l  i s  u t i l i z e d  to  o v e r s e e r  
th e  o p e r a t i o n  of t h e  f a c i l i t i e s ,  t h e  s a l a r y  expense  and b e n e f i t s
to  be c h a rg e d  t o  t h i s  a c t i v i t y  s h a l l  be t h e  amount o f  t ime s p e n t  
m u l t i p l i e d  by t h e  a v e r a g e  h o u r l y  co m p en sa t io n  r a t e  (ba se  pay p l u s  
b e n e f i t s )  o f  such  p e r s o n n e l .  Some companies  have a c o m p o s i t e  l a b o r  
r a t e  which i s  used f o r  i n t e r -  and i n t r a - d e p a r t m e n t a l  o r  company 
l a b o r  c h a r g e s .
(3) O p e r a t i n g  c o s t s  may c o n s i s t  o f  o u t l a y s  f o r :
(a)  r e p a i r s  and m a in ten a n ce
(b) f u e l  o r  power c o s t s .  I f  t h e  p o l l u t i o n
^ A m e r i c a n  P e t ro l e u m  I n s t i t u t e ,  Committee on E nv i ronm en ta l  
A f f a i r s ,  " P e t ro le u m  I n d u s t r y  E nv i ronm en ta l  P r o t e c t i o n  E x p e n d i t u r e s  
Survey I n s t r u c t i o n s , "  1972.
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and o t h e r  e n v i ro n m e n ta l  c o n t r o l  equ ipm en ts  a r e  
an I n t e g r a l  p a r t  o f  t h e  p l a n t  and eq u ip m en t ,  
f u e l  o r  power c o s t s  s h a l l  be t h e  e x c e s s  o f  th e  
normal  ( a v e r a g e )  f u e l  o r  power ex p e n s e s  i n ­
c u r r e d  In  o p e r a t i n g  th e  sy s tem  w i t h o u t  such  
p o l l u t i o n  and o t h e r  e n v i r o n m e n t a l  c o n t r o l  
f e a t u r e s .  To a r r i v e  a t  t h i s  f i g u r e ,  the  
f i r m ' s  e n g i n e e r s  a s  w e l l  a s  t h e  m a n u fa c tu r e r  
o f  t h e  equ ipment has  to  be c o n s u l t e d .  In th e  
o i l  i n d u s t r y ,  f u e l  o r  power c o s t s  can be 
a s c e r t a i n e d  by u s i n g  t h e  Amer ican P e t ro l e u m  
I n s t i t u t e  g u i d e l i n e s .
(c)  i n s u r a n c e  premium on p o l i c y  p u rc h a s e d  
to  p r o t e c t  t h e  f a c i l i t i e s .
(d) p r o p e r t y  t a x e s  l e v i e d  on such  f a c i ­
l i t i e s .
(e)  o t h e r  o p e r a t i n g  c o s t s  such  as  s u p p l i e s ,  
and o t h e r  c o s t s .
(4)  R e s e a rc h  and development c o s t s  f o r  im prov ing  th e  
t e c h n o lo g y  on t h e s e  m a t t e r s .  Th i s  may i n c l u d e  e n v i ro n m e n t a l  impac t  
s t u d i e s  o f  p roposed  company o p e r a t i o n .
With r e g a r d  to  o t h e r  s o c i a l  p rogram s ,  t h e  r e s o u r c e s  
commit ted  may be t r a n s l a t e d  i n t o  d o l l a r  te rm s  as  f o l l o w s :
(1) S p e c i f i c  d i r e c t  c o s t s  and e x p en s es  i n c u r r e d  i n  t h e  
p r o j e c t .  For  i n s t a n c e ,  i n  h i r i n g  m i n o r i t i e s ,  t h e  r e c r u i t e r s  may make 
s p e c i a l  t r i p s  t o ,  s a y ,  a l l  b l a c k  u n i v e r s i t y  o r  may r e t a i n  an employ­
ment agency to  s e a r c h  f o r  p o t e n t i a l  q u a l i f i e d  m i n o r i t y  em p loyees .
The d i r e c t  c o s t  o f  t h i s  s o c i a l  program i s  t h e  i n c r e m e n t a l  c o s t  
i n c u r r e d  in  i n t e r v i e w i n g  a t  a m i n o r i t y  s c h o o l  ( e x c e s s  o f  t h i s  c o s t  
o v e r  th e  ex p e n s e s  i n c u r r e d  in i n t e r v i e w i n g  a t  t r a d i t i o n a l  c am p u se s ) .
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a s  w e l l  as  t h e  e x c e s s  c h a r g e s  of  an employment agency engaged to  a i d  
r e c r u i t i n g  m i n o r i t y  em ployees .
(2)  The d o l l a r  v a l u e  o f  human r e s o u r c e s  o r  t a l e n t s  u t i l i z e d  
in  t h e  program may be i n c l u d e d  i n  t h e  a d m i n i s t r a t i v e  c o s t s  o f  the  
p r o j e c t .  I f  t h e  p e r s o n n e l  spends  a l l  t h e i r  t ime w ork ing  on th e  
program ,  t h e i r  s a l a r y  and b e n e f i t s  s h a l l  be i n c l u d e d  in  t h e  c o s t  of 
t h e  p r o j e c t .  However,  where t h e  p e r s o n n e l  sp en d s  on ly  a p o r t i o n  of  
t h e i r  t im e  p u r s u i n g  t h e  program,  t h e  c o s t  i d e n t i f i e d  w i t h  i t  s h a l l  be 
d e t e rm in e d  by m u l t i p l y i n g  t h e  s t a n d a r d  l a b o r  r a t e  by th e  number of 
h o u r s  s p e n t  on t h e  program.
(3) S hare  of  d e p a r tm e n t  o v e r h e a d .  G e n e r a l l y ,  t h i s  c o s t  
i s  i m m a t e r i a l ,  u n l e s s  t h e  whole d e p a r tm e n t  has  been o r g a n iz e d  
s o l e l y  t o  work on th e  p r o j e c t .  An example of  t h i s  i s  t h e  e n v i r o n ­
m e n t a l ,  s o c i a l  r e s p o n s i b i l i t y ,  o r  p u b l i c  a f f a i r s  o f f i c e  of  a 
c o r p o r a t i o n .
(4)  In  i n s t a n c e s  where t h e  company buys c e r t a i n  equipment  
f o r  i t s  s o c i a l  p r o j e c t s  ( l i k e  t r a i n i n g  a i d s ) ,  t h e  c o s t  of  such  
equipment s h a l l  be a p a r t  o f  t h e  t o t a l  c o s t  o f  t h e  program.
I I I .  ACCOUNTING FOR COSTS OF SOCIAL PROGRAMS
A rev iew  of  t h e  l i t e r a t u r e  on t i l l s  s u b j e c t  i n d i c a t e s  t h a t ,
42
e x ce p t  f o r  an a r t i c l e  on a c c o u n t i n g  fo r  p o l l u t i o n  c o s t s ,  t h e r e  
i s  no s i g n i f i c a n t  d i s c u s s i o n  of  t h e  a c c o u n t i n g  a s p e c t s  of  t h e s e
^  beams and Fer t i g ,  o p . c i  t .
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s o c i a l  p rogram s .  The very  few a r t i c l e s  on t h e  s u b j e c t  were s p e c i ­
f i c a l l y  a d d r e s s e d  to  t h e  r e p o r t i n g  p rob lem s  o f  p o l l u t i o n  c o n t r o l  
43
a c t i v i t i e s .
The r e a s o n  f o r  t h i s  s i t u a t i o n ,  a s  m ent ioned  e a r l i e r ,  i s
t h a t  t h e  whole a t t e n t i o n  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  d i r e c t e d
towards  t h e  measurement p rob lem a s  i t  r e l a t e s  to  s o c i a l  a u d i t .  In
a d d i t i o n ,  t h e  1972 Committee on E n v i ro n m e n ta l  E f f e c t s  of  O r g a n i z a t i o n
B ehav io r  of  th e  American A ccoun t ing  A s s o c i a t i o n  recommended t h a t
a t  t h e  p r e s e n t  t ime " p u b l i c  a c c o u n t a n t s  s h o u ld  no t  a t t e m p t  to  measure"
44
and r e p o r t  on p o l l u t i o n  m a t t e r s .
In  a n a l y z i n g  t h e  c o s t s  of  s o c i a l  p ro g ram s ,  i t  a p p e a r s  t h a t  
th e  a c c o u n t i n g  problem in v o l v e d  w i th  t h e s e  c o s t s  i s  no t  as  complex 
as  i t  a p p e a r s  a t  t h e  s u r f a c e .  T h e i r  a c c o u n t i n g  t r e a t m e n t  i s  no t  
d i f f e r e n t  from th e  a c c o u n t i n g  f o r  c o s t s  and e xpenses  i n c u r r e d  by a 
company i n  i t s  r e g u l a r  o p e r a t i o n s .  The American A ccoun t ing  A s s o c i a t i o n  
A s s o c i a t i o n ' s  Committee on E n v i ro n m en ta l  E f f e c t s  o f  O r g a n i z a t i o n  
B ehav io r  i n d i c a t e d  t h a t  t h e  t r a n s a c t i o n s  i d e n t i f i e d  w i th  e n v i ro n m e n ta l  
e f f e c t s  a r e  u s u a l l y  i n t e r n a l i z e d  in  t h e  a c c o u n t i n g  sy s tem  and a r e
43
Thomas D. Wood, "A c c o u n t in g  and A u d i t i n g  P rob lem s:  A New
R e p o r t i n g  Problem fo r  A u d i t o r s  — th e  Impact  o f  P o l l u t i o n  C o n t ro l  in 
F i n a n c i a l  S t a t e m e n t s , "  The J o u r n a l  o f  A c coun ta ncy , Vol.  CXXXIII 
(March,  1972) ,  pp.  75-76;  M a r l i n ,  o p . c i t . ;  Beams and F e r t i g ,  I b i d . ;  
and American A ccoun t ing  A s s o c i a t i o n ,  Committee on E nv i ronm en ta l  E f f e c t s  
of  O r g a n i z a t i o n  B e h a v io r ,  1973, op .  c i t .
44 American A cco u n t in g  A s s o c i a t i o n ,  Committee on E nv i ronm en ta l  
E f f e c t s  of O r g a n i z a t i o n  B e h a v i o r ,  1973,  I b i d . , p.  79.
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s i m i l a r  i n  many ways t o  t y p i c a l  t r a n s a c t i o n s  o f  an o r g a n i z a t i o n .
Th i s  s u p p o r t s  t h e  a s s e r t i o n  o f  P r o f e s s o r  Wood t h a t  t h e  a c c o u n t i n g
prob lem  i s  s i m p l e  b e c a u s e  i t  i n v o l v e s  p r i m a r i l y  " t h e  c o n s i d e r a t i o n
o f  c a p i t a l i z i n g  v e r s u s  e x p e n s in g  o u t l a y s ,  c a p i t a l i z i n g  o f  l e a s e d
46
f a c i l i t i e s ,  t h e  adequacy  o f  d e p r e c i a t i o n  a l l o w a n c e s ,  e t c . "
In  l i g h t  o f  t h e s e  f i n d i n g s ,  th e  p u rp o s e  o f  t h i s  s e c t i o n  
i s  t o  summar ize  t h e  a c c o u n t i n g  t r e a t m e n t  o f  t h e  c o s t s  o f  s o c i a l  
programs i n  a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .
Cos t  o f  P o l l u t i o n  Abatement and C o n t r o l  
o f  E n v i ro n m e n ta l  Damage
The c o s t s  o f  p o l l u t i o n  aba tem e n t  and c o n t r o l  o f  e n v i r o n m e n t a l  
damage ( n e t  o f  c o r r e s p o n d i n g  s a v i n g s  o r  income such  a s  r e c o v e r i e s  of  
raw m a t e r i a l s  l o s t  i n  t h e  p r o c e s s ) ,  f o r  a  p a r t i c u l a r  p e r i o d  i d e n t i ­
f i e d  e a r l i e r  a s  t h e  (1)  d e p r e c i a t i o n  o f  t h e  p h y s i c a l  f a c i l i t i e s  
f o r  e n v i ro n m e n t a l  c o n l r u l ,  (2)  a d m i n i s t r a t i v e  c o s t s  f o r  u n d e r t a k i n g  
t h e  p r o j e c t ,  and (3) o p e r a t i n g  c o s t s  s h a l l  be t r e a t e d  a s  c u r r e n t  
p r o d u c t  c o s t s  i n  a c c o r d a n c e  w i t h  t h e  o p i n i o n  of  t h e  A cc o u n t in g  
P r i n c i p l e s  Board o f  t h e  AICPA to  t h e  e f f e c t  t h a t  " n e t  income s h o u ld
r e f l e c t  a l l  i t e m s  o f  p r o f i t  and l o s s  r e c o g n i z e d  d u r i n g  t h e  p e r i o d  . .
47
. . "  T h i s  was a l s o  t h e  a c c o u n t i n g  t r e a t m e n t  f o r  p o l l u t i o n  c o s t s
45I b i d . , p .  102.
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Wood, o p .  c i t . ,  p .  75.
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AICPA, A c c o u n t in g  P r i n c i p l e s  Board ,  " R e p o r t i n g  t h e  R e s u l t s  
o f  O p e r a t i o n s , "  APB A cco u n t in g  P r i n c i p l e s , C u r r e n t  T e x t ,  Vol.  I  (New 
York:  Amer ican I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  Ju n e  30,
1973) ,  p a r .  . 0 2 ,  p.  1011.
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s u g g e s t e d  by Beams and F e r t l g .
Research and development c o s t s  s h a l l  be expensed or
d e f e r r e d  depend ing  upon t h e  p r a c t i c e  o r  p o l i c y  o f  th e  company.
The a c c o u n t i n g  method f o l l o w e d ,  however,  has  to  be d i s c l o s e d ,
g e n e r a l l y  a s  a f o o t n o t e  t o  t h e  f i n a n c i a l  s t a t e m e n t s ,  as  r e q u i r e d
4 9
by th e  A cco u n t in g  P r i n c i p l e s  Board.
R e f u r b i s h i n g  c o s t s  o r  c o s t s  to  r e s t o r e  p a s t  damage s h a l l
be a c c o u n te d  f o r  a s  a c o r r e c t i o n  of  p r i o r  y e a r ' s  e a r n i n g s .  These
c o s t s  s a t i s f y  th e  c r i t e r i a  e s t a b l i s h e d  by the  A ccoun t ing  P r i n c i p l e s
Board r e g a r d i n g  th e  i t em s  t h a t  have t o  be a c c o u n te d  fo r  in  t h i s  
50
manner .  There  a r e ,  however,  c e r t a i n  r e f u r b i s h i n g  c o s t s  which a r e
ch a rg e d  to  c u r r e n t  o p e r a t i o n s .  In th e  o i l  i n d u s t r y ,  f o r  i n s t a n c e ,
t h e  c o s t  o f  r e s t o r i n g  th e  env i ro nm en t  a f t e r  an o i l  s p i l l  i s  c h a rg e d
to  c u r r e n t  o p e r a t i o n s .  In  t h i s  p a r t i c u l a r  c a s e ,  w h i l e  t h e  c o s t  o f
m a i n t a i n i n g  s a f e g u a r d s  a g a i n s t  an o i l  s p i l l  i s  a c u r r e n t  p r o d u c t i o n
c o s t ,  t h e  c o s t  o f  c l e a n i n g  th e  e n v i ro n m e n t ,  and a l l  s u b s e q u e n t  c o s t s
to  r e s t o r e  t h e  a r e a  to  I t s  p r e - s p i l l  c o n d i t i o n  s h a l l  be t r e a t e d  a s
an e x t r a o r d i n a r y  i tem in a c c o rd a n c e  w i th  t h e  P r i n c i p l e s  Board o p i n i o n  
51
on t h i s  m a t t e r .
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Beams and F e r t i g ,  op .  c i t . , p .  40.
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AICPA, A ccoun t ing  P r i n c i p l e s  Board ,  " D i s c l o s u r e s  of  
A c c o u n t in g  P o l i c i e s , "  op .  c i t . ,  p a r .  . 1 3 ,  p.  1358.
50ATCPA, A ccoun t ing  P r i n c i p l e s  Board ,  " R e p o r t i n g  th e  R e s u l t s  
o f  O p e r a t i o n s ,  °£ -__£ i t . , p a r .  . 2 2 ,  p .  1017. See a l s o  Beams and F e r t i g ,  
l o c . c U  .
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I b i d . ,  p a rs .  . 1 9 - 2 2 .
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As i n d i c a t e d  e a r l i e r ,  t h e  i d e n t i f i c a t i o n  o f  c o s t s  a t t r i ­
b u t a b l e  to  t h e  p r e v e n t i o n  o f  c u r r e n t  a n d / o r  f u t u r e  p o l l u t i o n  o r  
damage to  th e  env i ronm en t  may be an e x t r e m e l y  d i f f i c u l t  p rob lem .
In  f a c t ,  t h e s e  c o s t s  might  not  be s e p a r a b l e .  Beams and F e r t i g  r e c o g ­
n i z e  t h i s  d i f f i c u l t y ,  bu t  n e v e r t h e l e s s  urged  t h a t  e f f o r t s  be made
t o  s o l v e  th e  p rob lem .  They d id  n o t ,  however ,  p r o v i d e  a methodology
52
f o r  d e a l i n g  w i th  t h e  p rob lem.
A c a r e f u l  a n a l y s i s  of  t h e s e  c o s t s  r e v e a l s  t h a t  th e y  i n c l u d e  
th e  d e p r e c i a t i o n  on t h e  p h y s i c a l  f a c i l i t i e s  used  to  p r e v e n t  p r e s e n t  
and f u t u r e  p o l l u t i o n  o r  damage t o  t h e  e n v i ro n m e n t ,  a d m i n i s t r a t i v e  
c o s t s ,  o p e r a t i n g  and m a in te n a n c e  c o s t s ,  and p e r h a p s ,  r e s e a r c h  c o s t s .  
T h e r e f o r e ,  they  a r e  a c c o u n te d  f o r  a s  p r o d u c t i o n  c o s t  f o r  the  p e r i o d .
A company may be f ace d  w i th  t h e  o b s o l e s c e n c e  of  i t s  
f a c i l i t i e s  so  t h a t  economic c o n s i d e r a t i o n s  may i n d i c a t e  t h a t  th e  
re p la c e m e n t  of  such  f a c i l i t i e s  i s  th e  b e s t  a l t e r n a t i v e  f o r  t h e  company 
to  t a k e .  T h e r e f o r e ,  i f  t h e  company d e c i d e s  t o  r e p l a c e  t h e s e  f a c i ­
l i t i e s ,  t h e  w r i t e - o f f  of  t h e s e  a s s e t s  s h a l l  be a c c o u n te d  f o r  a s  an
e x t r a o r d i n a r y  i t em  in  a c c o r d a n c e  w i th  t h e  a c c o u n t i n g  t r e a t m e n t
53
recommended by t h e  AICPA f o r  t h i s  p a r t i c u l a r  t r a n s a c t i o n .  I f  the  
w r i t e - o f f  of  t h e  f a c i l i t i e s  would amount to  o r  r e s u l t  i n  a d i s c o n ­
t i n u a n c e  of  t h e  o p e r a t i o n  of  a segment o f  t h e  com pany 's  b u s i n e s s ,
52
Beams and F e r t i g ,  l o c .  c i t .
5 3
AICPA, A ccoun t ing  P r i n c i p l e s  Board ,  " R e p o r t i n g  th e  R e s u l t s  
of  O p e r a t i o n s , "  oj>. c i t . ,  p a r .  .19  -  . 2 1 ,  pp. 1109-1110.
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t h e  a c c o u n t i n g  t r e a t m e n t  i s  s t i l l  s i m i l a r  t o  t h e  a c c o u n t i n g  r e c o g ­
n i t i o n  f o r  e x t r a o r d i n a r y  i t e m s .  However,  a s p e c i f i c  d i s c l o s u r e  p r o c e ­
d u re  i s  c a l l e d  f o r  as  d i s c u s s e d  i n  t h e  r e p o r t i n g  s e c t i o n  of  t h i s  
c h a p t e r .
More o f t e n ,  e x t r a c t i v e  i n d u s t r i e s  a r e  bound under t h e i r  
l e a s e  c o n t r a c t s  t o  c o r r e c t  o r  r e s t o r e  a t  some f u t u r e  t i m e ,  
g e n e r a l l y ,  a t  th e  e x p i r a t i o n  o f  t h e  l e a s e  a g r e e m e n t ,  t h e  damage 
to  th e  l a n d s c a p e  o r  env i ronm en t  c a u s e d  by t h e i r  o p e r a t i o n s .  The 
r e s t o r a t i o n  ( o r  c o n s e r v a t i o n )  p rogram v a r i e s  from i n d u s t r y  to  
i n d u s t r y  o r  from company to  company.  In  one o i l  company,  t h e  
p r a c t i c e  i s  t h a t  t h e  c o n s e r v a t i o n  program i s  p a r t  o f  th e  day to  day 
o p e r a t i o n  of  th e  p r o d u c t i o n  u n i t s .  P e r h a p s ,  t h e  p e r v a s i v e  p r a c t i c e  
i s  to  u n d e r t a k e  th e  c o n s e r v a t i o n  program a t  t h e  t e r m i n a t i o n  o f  th e  
l e a s e  a g re e m e n t .
The p r a c t i c e  of  t h e  above o i l  company makes t h e  a c c o u n t i n g  
p rob lem  s i m p l e .  The c o s t  o r  e x p e n s e s  i n c u r r e d  in  t h e  c o n s e r v a t i o n  
program i s  c h a rg e d  to  c u r r e n t  p r o d u c t i o n  c o s t .  On th e  o t h e r  hand ,  
i f  t h e  c o n s e r v a t i o n  program i s  p o s tp o n e d  t o  t h e  t e r m i n a t i o n  o f  th e  
l e a s e  c o n t r a c t ,  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  r e q u i r e  
t h a t  th e  e s t i m a t e d  l i a b i l i t y  f o r  t h e  p e r i o d  be a c c r u e d ,  and th e  
c o r r e s p o n d i n g  expense  be c h a rg e d  to  c u r r e n t  o p e r a t i o n s .  While th e  
A ccoun t ing  P r i n c i p l e s  Board i s  n o t  e x p l i c i t  in the  a c c o u n t i n g  t r e a t ­
ment f o r  t h e s e  c o s t s ,  t h i s  s t u d y  b e l i e v e s  t h a t  th e  a c c o u n t i n g  
t r e a t m e n t  s u g g e s t e d  above i s  c o n s i s t e n t  w i th  th e  s p i r i t  o f  t h e  B o a r d ' s  
o p i n i o n  as  f o l l o w s :
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The Board b e l i e v e s  t h a t  f i n a n c i a l  s t a t e m e n t s  
of  l e s s e e s  s h o u ld  d i s c l o s e  s u f f i c i e n t  i n f o r m a t i o n  
r e g a r d i n g  n o n - c a p l t a l l z e d  l e a s e  commitments t o  
e n a b l e  u s e r s  o f  t h e  s t a t e m e n t s  t o  a s s e s s  th e  
p r e s e n t  and p r o s p e c t i v e  e f f e c t  of  t h o s e  commitments 
upon t h e  f i n a n c i a l  p o s i t i o n ,  r e s u l t s  o f  o p e r a t i o n s ,  
and changes  in  f i n a n c i a l  p o s i t i o n  o f  t h e  l e s s e e s .
(Emphasis  added)
The p ro p o sed  a c c o u n t i n g  t r e a t m e n t  i s  l i k e w i s e  c o n s i s t e n t  
w i t h  t h e  i n t e n t  o f  t h e  f o l l o w i n g  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n ­
c i p l e s  :
A l l  known l i a b i l i t i e s  s h o u ld  be r e c o r d e d  r e g a r d ­
l e s s  o f  w h e th e r  t h e  d e f i n i t e  amount i s  d e t e r m i n a b l e .
I f  t h e  amounts can n o t  be r e a s o n a b l y  a p p r o x im a te d ,  t h e  
n a t u r e  o f  t h e  i t e m s  s h o u ld  be d i s c l o s e d  on t h e  f a c e  of  
t h e  summary o f  l i a b i l i t i e s  o r  by f o o t n o t e . ^5
C o s t s  o f  O the r  S o c i a l  Programs
The c o s t s  ( n e t  o f  c o r r e s p o n d i n g  income,  l i k e  i n t e r e s t  
ch a rg e d  f o r  l o a n s  t o  m i n o r i t y  b u s i n e s s e s ) , i n c u r r e d  f o r  th e  o t h e r  
s o c i a l  programs o f  t h e  company such  as  h e l p i n g  m i n o r i t y  e n t e r p r i s e ,  
p u r c h a s i n g  from m i n o r i t y  b u s i n e s s e s ,  c o n t r i b u t i o n s ,  and o t h e r  
p rograms s h o u ld  be c h a rg e d  t o  ex p en se  f o r  t h e  c u r r e n t  p e r i o d .  
Unrecorded  ex p en s es  i d e n t i f i e d  w i th  t h e  p rogram s h o u ld  be a c c ru e d  
a t  t h e  end o f  t h e  a c c o u n t i n g  p e r i o d .
C o n t i n g e n t  L i a b i l i t i e s
C o n t i n g e n t  l i a b i l i t i e s  a r i s i n g  from l e g a l  a c t i o n  a g a i n s t
54
I b i d . ,  p a r .  . 0 7 ,  p .  3523.
Paul  Grady,  I n v e n t o ry  of  G e n e r a l l y A c c e p t e d  A ccoun t ing  P r i n ­
c i p l e s  f o r  B u s in e s s  E n t e r p r i s e s T Aft3 No.  7 (New York:  American I n s t i t u t e  
or  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1965) ,  p.  65.
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t h e  company a s  a  r e s u l t  o f  t h e  damage i n f l i c t e d  on t h e  env i ro n m en t  
s h a l l  be d i s c l o s e d  i n  t h e  f i n a n c i a l  s t a t e m e n t s  i n  a c c o r d a n c e  w i t h  
g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .  L i k e w i s e ,  i f  any a c t i o n  
r e s u l t e d  i n  a judgment a g a i n s t  t h e  company,  t h e  l i a b i l i t y  s h a l l  
be  r e c o r d e d  i n  t h e  a c c o u n t s  o f  t h e  e n t e r p r i s e .
Where s t a n d a r d s  have  a l r e a d y  been  s e t  by t h e  government  
b u t  t h e  company h a s  n o t  made any p r o v i s i o n  f o r  t h e i r  c o m p l ia n c e ,  
c o n t i n g e n t  l i a b i l i t i e s  may a l s o  be r e c o g n i z e d  i n  a n t i c i p a t i o n  o f  
p o s s i b l e  l e g a l  a c t i o n  and a  judgment a g a i n s t  t h e  company.
S i m i l a r  a c c o u n t i n g  t r e a t m e n t  i s  recommended when t h e r e  
a r e  no e x i s t i n g  s t a n d a r d s  o r  r e g u l a t i o n  b u t  t h e y  a r e  a b o u t ,  w i t h  
c e r t a i n t y ,  t o  be p ro m u lg a te d  a s  a  r e s u l t  o f  p u b l i c  c o n c e rn  o r  o u t c r y .  
Of c o u r s e ,  t h e  b a s i s  f o r  t h i s  p r o p o s a l  may be q u e s t i o n e d  a s  specu ­
l a t i v e ,  and t h e r e f o r e ,  n o t  v e r i f i a b l e .  As s u c h ,  t h e  r e c o g n i t i o n  o f  
any l i a b i l i t y  i s  n o t  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t ­
i n g  p r i n c i p l e s .  However,  t h e  r e c o r d  o f  government  i n t e r v e n t i o n  
t o  p r o t e c t  t h e  p u b l i c  w e l f a r e  i s  n o t  a  m a t t e r  o f  s p e c u l a t i o n ;  i t  i s  
a r e a l i t y .  T h i s  i s  m a n i f e s t e d  by t h e  c o u n t l e s s  h e a r i n g s  and 
p ro p o sed  l e g i s l a t i o n  p e n d in g  b o th  i n  s t a t e  and i n  f e d e r a l  l e v e l s .  
P r o f e s s o r  Wood u n d e r s c o r e s  t h i s  f a c t :
The i n a b i l i t y  t o  p r e d i c t  government i n t e r v e n t i o n  
may be a t e m p o ra ry  f r a i l t y .  Government can  be e x p e c te d  
t o  c o n t i n u e  t o  p l a y  an expanded r o l e  i n  p o l l u t i o n  
c o n t r o l .  Thus ,  i n  due t i m e ,  government  i n t e r v e n t i o n  
may be imminent  when p o l l u t i o n  o c c u r s .
Depending  upon t h e  s i t u a t i o n  and t h e  m a gn i tude  o f  t h e  c a s e ,
56v/oods, op . c i t . ,  p.  76.
209
t h e  c o n t i n g e n t  l i a b i l i t y  may be r e c o rd e d  i n  t h e  a c c o u n t s  o r  
d i s c l o s e d  a s  a f o o t n o t e  to  t h e  f i n a n c i a l  s t a t e m e n t s .  However, th e  
a c c o u n t a n t  must e x e r c i s e  judgment i n  t h i s  c a s e  b e c a u s e  such  r e c o g ­
n i t i o n  of  t h e  c o n t i n g e n t  l i a b i l i t y  may be i n t e r p r e t e d  a s  an 
ad m is s io n  of  g u i l t  o r  w rongdoing .
IV. REPORTING FOR COSTS OF SOCIAL PROGRAMS
The p r e c e d i n g  s e c t i o n  h a s  shown t h a t  th e  i n p u t  c o s t s  o f
s o c i a l  p rograms can  be a c c o u n te d  f o r  i n  a c c o r d a n c e  w i t h  g e n e r a l l y
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .  But th e  p r e s s i n g  prob lem t h a t
c o n f r o n t s  th e  a c c o u n t i n g  p r o f e s s i o n  i s  w h e th e r  o r  not  t h e s e  c o s t s
have to  be r e p o r t e d  i n  t h e  t r a d i t i o n a l  r e p o r t i n g  model of  th e
a c c o u n t a n t .  O b v io u s ly ,  t h e  w e igh t  o f  o p i n i o n  based  on t h e  very
few w r i t i n g s  on th e  s u b j e c t  l e a n s  h e a v i l y  tow ards  r e p o r t i n g  t h e s e  
57
m a t t e r s .
A c t u a l l y ,  t h i s  q u e s t i o n  i s  a d d r e s s e d  to  t h e  f u l l  
d i s c l o s u r e  d o c t r i n e  r e q u i r e d  under  t h e  r e p o r t i n g  s t a n d a r d s  p romul­
g a t e d  by t h e  AICPA. T h e r e f o r e ,  t o  a p p r e c i a t e  t h e  r e p o r t i n g  p roblems 
f o r  t h e  c o s t  o f  s o c i a l  p rogram s ,  t h i s  s e c t i o n  w i l l  s t a r t  by r e v i e w i n g  
t h e  f u l l  d i s c l o s u r e  r e q u i r e m e n t  f o r  f i n a n c i a l  r e p o r t s .  The r em a inder  
of  th e  s e c t i o n  w i l l  d e a l  w i th  th e  manner of  r e p o r t i n g  and d i s c l o s i n g  
th e  s o c i a l  a c t i v i t i e s  of  th e  e n t e r p r i s e .
-̂ 7 See American A ccoun t ing  A s s o c i a t i o n ,  Committee on E nv i ron ­
men ta l  E f f e c t s  o f  O r g a n i z a t i o n  B e h a v io r ,  1973,  o p . c i t . ;  Wood, o p .
Beams and F e r t i g ,  op .  c i t . ;  and M a r l i n ,  op . c i t .
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F u l l  D i s c l o s u r e  D o c t r i n e  f o r  F i n a n c i a l  R e p o r t s  
and C o r p o r a t e  S o c i a l  A c t i v i t i e s
The f u l l  d i s c l o s u r e  d o c t r i n e ^ ®  I s  an o u tg ro w th  o f  t h e  t h i r d  
s t a n d a r d  o f  r e p o r t i n g  p rom ulga ted  by t h e  Committee on A u d i t i n g  
P r o c e d u r e s  o f  t h e  AICPA as  f o l l o w s :
I n f o r m a t i v e  d i s c l o s u r e s  in  t h e  f i n a n c i a l  s t a t e m e n t s  
a r e  t o  be r e g a r d e d  a s  r e a s o n a b l y  a d e q u a te  u n l e s s  o t h e r ­
w ise  s t a t e d  i n  t h e  r e p o r t . 59
This  d i s c l o s u r e  r e q u i r e m e n t  has  been  e x p l a i n e d  by t h e  Committee in
t h i s  c o n t e x t :
The f a i r n e s s  o f  p r e s e n t a t i o n  o f  f i n a n c i a l  s t a t e ­
ments in  c o n f o r m i ty  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  comprehends th e  adequacy  o f  d i s c l o s u r e s  
i n v o l v i n g  m a t e r i a l  m a t t e r s .  These m a t t e r s  r e l a t e  to  
t h e  form, a r r a n g e m e n t ,  and c o n t e n t  o f  th e  f i n a n c i a l  
s t a t e m e n t s  w i t h  t h e i r  appended n o t e s ;  t h e  t e rm in o l o g y  
u s e d ;  t h e  amount o f  d e t a i l  g i v e n ;  t h e  c l a s s i f i c a t i o n  
of  i t em s  in  t h e  s t a t e m e n t s ;  th e  b a s e s  o f  amounts
5 8 G r i f f i n  and W i l l i a m s  p r e f e r  " a d e q u a t e  d i s c l o s u r e "  from 
" f u l l "  and " f a i r "  d i s c l o s u r e  b e c a u s e  t h e  te rm r e p r e s e n t s  " a  r e a s o n a b l e  
and p r a c t i c a b l e  r e p o r t i n g  o b j e c t i v e . "  " F u l l "  d i s c l o s u r e  may i n d i ­
c a t e  s u p e ra b u n d a n c e  o f  a c c o u n t i n g  i n f o r m a t i o n  w h i l e  " f a i r "  
d i s c l o s u r e  may s u g g e s t s  th e  a p p l i c a t i o n  o f  a "mora l  judgment in  
e s t a b l i s h i n g  l i m i t s  o f  d i s c l o s u r e . "  C h a r l e s  H. G r i f f i n  and Thomas 
H. W i l l i a m s ,  "M easur ing  Adequate D i s c l o s u r e , "  The J o u r n a l  o f  
A c c o u n ta n c y , Vol.  CIX ( A p r i l ,  1 960 ) ,  p .  44.
-^AICPA, Committee on A u d i t i n g  P r o c e d u r e s ,  S ta tem en t  
on A u d i t i n g  S t a n d a r d s , C o d i f i c a t i o n  o f  A u d i t i n g  S t a n d a r d s  and
P r o c e d u r e s  N o .  1 ( N e w  Y o r k :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s ,  1 9 7 1 ) ,  p a r .  . 0 1 ,  p .  7 8 .
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s e t  f o r t h ,  f o r  example ,  w i t h  r e s p e c t  t o  such  
a s s e t s  a s  i n v e n t o r i e s  and p l a n t s ;  l i e n s  on 
a s s e t s ;  d iv i d e n d  a r r e a r a g e s ;  r e s t r i c t i o n s  on 
d i v i d e n d s ;  c o n t i n g e n t  l i a b i l i t i e s ;  and th e  
e x i s t e n c e  o f  a f f i l i a t e d  o r  c o n t r o l l i n g  i n t e ­
r e s t s .  T h i s  en u m e ra t io n  i 3  n o t  i n t e n d e d  t o  be 
a l l  i n c l u s i v e  b u t  s im ply  i n d i c a t i v e  o f  t h e  
n a t u r e  and ty p e  o f  d i s c l o s u r e s  n e c e s s a r y  to  
make f i n a n c i a l  s t a t e m e n t s  s u f f i c i e n t l y  i n f o r m a t i v e . ^
B i r n b e r g  and Dopuch a t t e m p t e d  t o  e l a b o r a t e  on t h e  c o n c e p t u a l
a s p e c t  o f  d i s c l o s u r e  " g e a re d  t o  t h e  r e s p o n s i b i l i t i e s  which t h e
61
a c c o u n t a n t  w i l l  be  c a l l e d  upon t o  f u l f i l l  i n  t h e  f u t u r e . "  They 
s a i d :
. . . t h e  c o n c e p t  o f  d i s c l o s u r e  assumes t h a t  t h e  
a p p r o p r i a t e  framework s h o u ld  f o l l o w  a c l a s s i f i c a t i o n  
and measurement scheme b a s e d  upon th e  g o a l s  ad o p ted  
by the  e n t e r p r i s e ,  the  e x p e c t a t i o n s  u n d e r l y i n g  th e  
a c q u i s i t i o n  and u t i l i z a t i o n  o f  a means o f  a c c o m p l i s h i n g  
t h e s e  g o a l s ,  and a com par ison  o f  r e s u l t s  a n t i c i p a t e d  
t o  t h e  r e s u l t s  a c t u a l l y  a c h i e v e d .  A f a i l u r e  t o  s u p p ly  
t h e s e  d a t a  would r e q u i r e  i n t e r e s t e d  p a r t i e s  t o  i n t e r ­
p o l a t e  t h e  m o t iv e s  and e x p e c t a t i o n s  o f  management to  
e v a l u a t e  th e  r e s u l t s  o b t a i n e d  i n  any p e r i o d  o f  
o p e r a t i o n . ^
In  v ie w in g  th e  s o c i a l  a c t i v i t i e s  of  t h e  c o r p o r a t i o n  from 
th e  s t a n d p o i n t  o f  t h e  f u l l  d i s c l o s u r e  d o c t r i n e ,  th e  Immedia te con­
c l u s i o n  t h a t  can be drawn from t h i s  o b s e r v a t i o n  i s  t h a t  th e  d o c t r i n e  
has  been v i o l a t e d .  Norman Pope drew such  a c o n c l u s i o n  on t h i s  
b a s i s .  In d i s c u s s i n g  th e  d o c t r i n e  i n  r e l a t i o n  to  t h e  p e r v a s i v e  
r e p o r t i n g  method f o r  t h e s e  s o c i a l  p ro g ram s ,  he c o n c l u d e s :
60
I b i d . , p a r .  .0 2 .
k^Jacob C. B i rn b e rg  and N ic h o l a s  Dopuch, "A C o n c e p tu a l  
Approach to  th e  Framework fo r  D i s c l o s u r e , "  The J o u r n a l  o f  A ccoun tancy ,  
Vol .  CXV ( F e b r u a r y ,  1961) ,  p.  56.
62
I b i d . ,  p . 58.
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T h i s  p r i n c i p l e  ( f u l l  d i s c l o s u r e )  p r o v i d e s  t h a t  
c a r e  s h o u ld  be e x e r c i s e d  to  be r e a s o n a b l y  c e r t a i n  
t h a t  t h e  s i g n i f i c a n t  f i n a n c i a l  f a c t s  a r e  ap p ro ­
p r i a t e l y  d i s c l o s e d  e i t h e r  in  t h e  body o f  th e  
F i n a n c i a l  S t a t e m e n t s  o r  i n  t h e  n o t e s  and p a r e n ­
t h e t i c a l  s t a t e m e n t s  a s s o c i a t e d  w i th  them. Many 
companies  v i o l a t e d  t h i s  p r i n c i p l e  of  a c c o u n t i n g  
i n  t h e i r  Annual  R e p o r t s  by (1)  i n c l u d i n g  p o l l u t i o n  
c o s t  and c o n t i n g e n c i e s  under  g e n e r a l  h e a d i n g s  
which te nd  t o  c o n c e a l  any r e l a t i o n s h i p  to  p o l l u ­
t i o n ,  o r  (2)  c o m p le t e ly  i g n o r i n g  p o l l u t i o n  c o s t  ^  
and c o n t i n g e n c i e s  f o r  f i n a n c i a l  r e p o r t i n g  p u r p o s e s .
(Emphasis  a d d e d ) .
U ndersco red  in  t h e  above q u o t a t i o n  i s  th e  word " s i g n i ­
f i c a n t . "  T h e r e f o r e ,  th e  n o n - d i s c l o s u r e  o f  a f a c t ,  f i n a n c i a l  o r  
o t h e r w i s e ,  abou t  t h e  o p e r a t i o n  o f  a company would v i o l a t e  t h e  f u l l  
d i s c l o s u r e  d o c t r i n e  on ly  i f  such  f a c t  i s  s i g n i f i c a n t .  The word
" s i g n i f i c a n t , "  a c c o r d i n g  to  W e b s t e r ' s  d i c t i o n a r y ,  i s  som eth ing
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" d e s e r v i n g  to  be c o n s i d e r e d ;  I m p o r t a n t ;  momentous ."  N e e d le s s  
to  s a y ,  t h e  im p o r ta n c e  o f  s o c i a l  a c t i v i t i e s  o f  t h e  e n t e r p r i s e  
has a l r e a d y  been d e m o n s t r a t e d  up t o  t h i s  p o i n t  o f  t h i s  s t u d y .  
T h e r e f o r e ,  t h e  a s s e r t i o n  t h a t  th e  n o n - d i s c l o s u r e  o f  t h e s e  a c t i ­
v i t i e s  v i o l a t e s  th e  f u l l  d i s c l o s u r e  d o c t r i n e  i s  w e l l  s u p p o r t e d  
In t a l k i n g  ab o u t  p o l l u t i o n  c o s t s ,  Beams and F e r t i g  s t r e n g t h e n  
t h i s  c o n c l u s i o n  by in v o k in g  th e  l a c k  o f  c o m p a r a b i l i t y  o f  f i n a n c i a l  
s t a t e m e n t s  w i th o u t  t h e s e  d i s c l o s u r e s .  S p e c i f i c a l l y  they  p ro p o s e  
t h a t :
A ccoun t ing  can and s h o u ld  p r o v i d e  d i s c l o s u r e s  
on p o l l u t i o n  c o s t s  so t h a t  f i n a n c i a l  s t a t e m e n t  u s e r s  
a r e  in formed o f  company e f f o r t s  a t  a b a t i n g  p o l l u t i o n
^ N o r m a n  Pope,  op .  c i t . , p .  83.
^ W e b s t e r ' s  New I n t e r n a t i o n a l  D i c t i o n a r y ,  op.  c i t . ,  p .  2335.
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and o f  t h e  p o s s i b l e  l a c k  o f  c o m p a r a b i l i t y  i n  f i n a n c i a l  
s t a t e m e n t s  o f  d i f f e r e n t  f i r m s .  65
R e p o r t i n g  P o l l u t i o n  Abatement and C o n t r o l  
o f  E n v i ro n m en ta l  Damage 66
A f f e c t e d  by th e  r e p o r t i n g  methods  and t e c h n i q u e s  s u g g e s t e d  
i n  t h e  f o l l o w i n g  p a r a g r a p h s  a r e  t h e  (1)  b a l a n c e  s h e e t ;  (2)  income 
s t a t e m e n t ;  (3)  s t a t e m e n t  o f  c a p i t a l  and r e t a i n e d  e a r n i n g s  and (4)  
s t a t e m e n t  o f  changes  in  f i n a n c i a l  p o s i t i o n .
Ba lance  Shee t  -  One o f  t h e  s i g n i f i c a n t  d i s c l o s u r e s  in  t h e  
b a l a n c e  s h e e t  r e g a r d i n g  p o l l u t i o n  aba tem en t  and c o n t r o l  o f  e n v i r o n -
6^Beams and F e r t i g ,  op .  c i t . ,  p .  42.
66rhe most com prehens ive  e x p o s i t i o n  on th e  r e p o r t i n g  
t e c h n i q u e s  f o r  p o l l u t i o n  c o n t r o l  c o s t s  and e x p e n d i t u r e s  r e l a t e d  to  
th e  c o n t r o l  o f  e n v i ro n m e n ta l  damage has  been made by t h e  1972 
Committee on t h e  E n v i ro n m e n ta l  E f f e c t s  of  O r g a n i z a t i o n  B ehav io r  
o f  t h e  American A ccoun t ing  A s s o c i a t i o n .  (See American A ccoun t ing  
A s s o c i a t i o n ,  Committee . . . , 1973,  o p . c i t . )  There  i s  a s t r i k i n g  
s i m i l a r i t y  between th e  r e p o r t i n g  methods  and t e c h n i q u e s  c o n ce iv ed  
i n  t h i s  s t u d y  and t h o s e  p ro p o s e d  by th e  Commit tee .  I t  s h o u ld  
be n o te d  t h a t  t h e  r e p o r t  o f  t h e  Committee was p u b l i s h e d  s e v e r a l  
months a f t e r  t h e  r e s e a r c h  p r o p o s a l  of  t h i s  s t u d y  was w r i t t e n ,  
and s u b s e q u e n t l y  s u b m i t t e d  to  t h e  a c c o u n t i n g  f a c u l t y  f o r  comments 
and a p p r o v a l ,  and t o  A r th u r  Andersen  & Co. F o u n d a t io n  f o r  
f u n d in g .  To acknowledge  t h i s  s i m i l a r i t y ,  p r o p e r  q u o t a t i o n s  
and f o o t n o t e s  s h a l l  be made t o  t h e s e  p o i n t s  o f  a g re e m e n t .
(For  p u r p o s e s  o f  t h i s  s e c t i o n ,  th e  p h r a s e  " t h e  Committee"  r e f e r s  
to  t h i s  p a r t i c u l a r  1972 Committee of  t h e  American A ccoun t ing  
A s s o c i a t i o n ) .
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m e n ta l  damage r e f e r s  to  t h e  p h y s i c a l  f a c i l i t i e s  a c q u i r e d  f o r  t h i s
p r o j e c t .  C u r r e n t  p r a c t i c e  b u r i e s  t h e s e  f a c i l i t i e s  among th e
d e p r e c i a b l e  a s s e t s  o f  t h e  e n t e r p r i s e  r e p r e s e n t e d  i n  t h e  b a l a n c e
s h e e t  by t h e  g e n e r a l  c a p t i o n  — p r o p e r t y ,  p l a n t  and equ ipm en t .
The major o b j e c t i o n  t o  t h i s  p r e s e n t a t i o n ,  a s i d e  from
th e  l a c k  of  r e c o g n i t i o n  g iv e n  to  t h e s e  f a c i l i t i e s ,  i s  t h a t  t h e
im p o r ta n c e  o f  t h e s e  equipment i t em s  i s  n o t  a r t i c u l a t e d ,  l e t  a l o n e
th e  m a t e r i a l i t y  o f  t h e  amounts  i n v o l v e d .  The Committee a r g u e s
t h a t  t h e s e  f a c i l i t i e s  have a " u n iq u e  f u n c t i o n , "  and t h e r e f o r e  have
f i  7t o  be d i s c l o s e d  s e p a r a t e l y .  T h e r e f o r e ,  t h e s e  p o l l u t i o n  a b a t e ­
ment and e n v i ro n m e n t a l  c o n t r o l  f a c i l i t i e s  s h o u ld  be t a k e n  o u t  
from th e  p r o p e r t y ,  p l a n t  and equipment c a p t i o n  and be p r e s e n t e d  
a s  " p r o p e r t y  p l a n t  and equipment -  p o l l u t i o n  aba tem e n t  and 
e n v i ro n m e n ta l  damage c o n t r o l , "  " p o l l u t i o n  c o n t r o l  f a c i l i t i e s "  
o r  o t h e r  te rm s  o f  s i m i l a r  im p o r t .  T h i s  p r e s e n t a t i o n  s a t i s f i e s  
the  r e q u i r e m e n t s  o f  the  A cco u n t in g  P r i n c i p l e s  Board o f  th e  AICPA 
r e g a r d i n g  t h e  d i s c l o s u r e  of  d e p r e c i a b l e  a s s e t s  to  t h e  e f f e c t  t h a t  
th e  " b a l a n c e s  o f  majo r  c l a s s e s  o f  d e p r e c i a b l e  a s s e t s ,  by n a t u r e  o r
f u n c t i o n ,  i n  t h e  b a l a n c e - s h e e t  d a t e "  s h a l l  be d i s c l o s e d  i n  th e
68f i n a n c i a l  s t a t e m e n t s  or  n o t e s  t h e r e t o .
^ A m e r i c a n  A ccoun t ing  A s s o c i a t i o n ,  Committee on E n v i ro n ­
m enta l  E f f e c t s  of  O r g a n i z a t i o n a l  B e h a v i o r ,  1973, I b i d . ,  p.  104.
^®AICPA, A ccoun t ing  P r i n c i p l e s  Board ,  " D i s c l o s u r e s  of  
D e p r e c i a b l e  A s s e t s  and D e p r e c i a t i o n , "  op.  c i t . ,  p .  1353.
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The Committee r a i s e d  an  e x c e l l e n t  p o i n t  r e g a r d i n g  th e  
p o r t i o n  o f  t h e  c o s t  o f  t h e  new e x p a n s io n  f a c i l i t y  c o n s t r u c t e d  w i t h  
t h e  most m o d e r n  t e c h n o l o g y ,  i n c l u d i n g  th e  e n v i ro n m e n ta l  aba tem e n t  
c o n t r o l s ,  t h a t  s h o u ld  be g rouped  w i th  t h e  o t h e r  ty p e s  o f  e n v i ­
ro n m e n t a l  c o n t r o l  f a c i l i t i e s .  Three  p o s s i b l e  s o l u t i o n s  were 
o f f e r e d :  " ( 1 )  t h e  a d d i t i o n a l  c o s t  i n c u r r e d  due to  t h e  i n c l u s i o n
of  s p e c i a l  e n v i ro n m e n t a l  c o n t r o l  components ,  (2)  t h e  e n t i r e  c o s t
69
o f  t h e  p r o j e c t ,  o r  (3)  none o f  t h e  c o s t s . "  The Committee
s u g g e s t e d  t h e  f i r s t  s o l u t i o n ,  b u t  a p p e a r s  t o  p r e f e r  t h e  t h i r d
c h o i c e  b e c a u se  o f  t h e  p o s s i b i l i t y  t h a t  t h e  equipment  may n o t  be
a v a i l a b l e  w i t h o u t  t h e  p o l l u t i o n  c o n t r o l  f e a t u r e s .  ^
A p p a r e n t l y ,  t h e  above q u e s t i o n  may no l o n g e r  be c r i t i c a l .
Two avenues  a r e  open to  t h e  company: F i r s t ,  s o l i c i t  t h e  h e l p
of  t h e  m a n u f a c t u r e r  o f  t h e  equipment a s  t o  th e  d e t a i l s  and e s t i m a t e d
c o s t  o f  t h e  p o l l u t i o n  c o n t r o l  component .  Second,  t h e  g u i d e l i n e s
c o u ld  be d e v e lo p e d  by th e  i n d u s t r y  which  t h e  company i s  a p a r t .
T h i s  i s  b e i n g  done by the  Amer ican P e t ro l e u m  I n s t i t u t e  f o r  th e  o i l
i n d u s t r y .  For i n s t a n c e ,  a sm okes tack  t h a t  r e d u c e s  t h e  p o l l u t a n t s
e m i t t e d  i n t o  the  a i r  i s  c o n s i d e r e d  as  100 p e r c e n t  p o l l u t i o n  c o n t r o l  
71
e q u i p m e n t .
^^Araeri can A cco u n t in g  A s s o c i a t i o n ,  Committee on E nv i ronm en ta l  
E f f e c t s  of  O r g a n i z a t i o n a l  B e h a v io r ,  l o c . c i t .
7 0 I b i d .
^ A m e r i c a n  P e t ro l e u m  I n s t i t u t e ,  l o c .  c i t .
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Foo t n o t e  to  p o l l u t i o n  aba t e m e n t  and e n v i r o n m e n t a l  damage 
c o n t r o l  f a c i l i t i e s  -  The I n f o r m a t i o n  c o n t e n t  o f  the  above  p r e s e n t ­
a t i o n  i s  I n a d e q u a t e  t o  p o r t r a y  t h e  whole p i c t u r e  o f  t h e  p o l l u t i o n  
aba tem en t  and e n v i ro n m e n t a l  damage c o n t r o l  a c t i v i t i e s  o f  th e  
company.  John Tepper  M a r l in  r a i s e s  t h i s  p o i n t  i n  t h i s  manner:
. . .  a s t a t e m e n t  o f  e x p e n d i t u r e s  by i t s e l f  t e l l s  
us n o t h i n g  ab o u t  how much o f  a j o b  had to  be done 
and how much p o l l u t i o n  rem ained  a f t e r  i t  was com­
p l e t e d .
T h i s  p rob lem  c o u l d  be e l i m i n a t e d  by a d d in g  a f o o t n o t e  to  
t h e s e  e n v i ro n m e n t a l  f a c i l i t i e s .  On th e  minimum, t h i s  f o o t n o t e  s h a l l  
c o n t a i n  t h e  f o l l o w i n g :  73
(1) The r e l a t i v e  c o n t r i b u t i o n  of  t h e  i n d u s t r y  
a n d / o r  th e  company to  t h e  p o l l u t i o n  and 
o t h e r  e n v i r o n m e n t a l  p ro b le m s .  P r e f e r a b l y ,  
th e  l o c a t i o n  of  t h e  company and i t s  con­
t r i b u t i o n  t o  t h e  e n v i ro n m e n t a l  p rob lems
in  t h e  a r e a  s h a l l  be s t a t e d  ( f o r  i n s t a n c e ,  
t h e  a i r  p o l l u t i o n  p rob lem  caused  by U.S.
S t e e l  a t  C a ry ,  I n d i a n a ) .
(2) The law s ,  s t a t e  a n d / o r  f e d e r a l ,  a p p l i c a b l e  
t o  t h e  e n v i r o n m e n t a l  p rob lem s  caused  by 
t h e  i n d u s t r y  a n d / o r  company.  S t a t e  th e  
p e r i o d  o f  c o m p l i a n c e .  In  most i n s t a n c e s ,  
t h i s  s h o u ld  be s t a t e d  i n  g e n e r a l  terras 
b e c a u s e  o f  t h e  v a r i o u s  laws which th e  
company has  to  comply.  For i n s t a n c e ,
th e  Clean  A ir  Act o f  1970,  a s  amended,  
r e q u i r e s  a l l  s t a t e s  to  submit  p l a n s  
o f  c o m p l i a n c e ,  and t o  implement them 
not  l a t e r  than  1977.
Ma r 1 i n , o£.  c_ijt. ,  p . 42.
71 Sec a l s o  the  d i s c l o s u r e s  p roposed  by Beams and F e r t i g ,
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(3)  S ta t e m e n t  a s  t o  t h e  program o f  com pl iance  
s e t  by t h e  company,  i t s  a n n u a l  g o a l s ,  and 
i t s  a n n u a l  a c c om pl i shm en ts  compared w i th  
t h e  g o a l s .
(4)  An e l a b o r a t i o n  of  t h e  g o a l s  i n  p u r s u i n g  
th e  program o f  com pl iance  w h e th e r  o r  n o t  
i t  i s  b e lo w , e q u a l  t o  o r  above  t h e  l e g a l  
r e q u i r e m e n t s  o r  s t a n d a r d s  s e t  by g ove rn ­
m e n ta l  a u t h o r i t y .
(5) S ta t e m e n t  a s  to  th e  f u t u r e  p l a n s  o f  th e  
company.
A ls o ,  t h e r e  i s  a need t o  d i s c l o s e  t h e  method of  v a l u a t i o n  
and a l l o c a t i o n  o f  t h e  c o s t s  o f  t h e s e  a s s e t s  in  i n s t a n c e s  when th e y  
a r e  an i n t e g r a l  p a r t  o f  t e c h n o l o g i c a l l y  advanced  f a c t o r y  e q u i p ­
ment.  T h i s  a p p e a r s  t o  f a l l  under  t h e  " cus tom a ry  o r  r o u t i n e  d i s c l o s u r e "  
r e q u i r e m e n t  of  t h e  A ccoun t ing  P r i n c i p l e s  Board and th e  Committee on 
A u d i t i n g  P r o c e d u r e s  o f  t h e  A I C P A . ^  For an i l l u s t r a t i o n  of  t h i s  
d i s c l o s u r e ,  s e e  Appendix A.
L i a b i l i t i e s  -  The l i a b i l i t i e s  r e c o g n i z e d  and a c c o u n te d  f o r  
e a r l i e r  a r i s i n g  from l e a s e  o r  o t h e r  e x e c u t o r y  c o n t r a c t s  and
74AICPA, A cco u n t in g  P r i n c i p l e s  Board ,  G e n e r a l l y  A ccep ted  
A cco u n t in g  P r i n c i p l e s  — Broad O p e r a t i n g  P r i n c i p l e s , "  op .  c i t . ,  pp .
361-362.
^ T h i s  d i s c l o s u r e  i s  n o t  conce rned  w i t h  l e a s e s  p e r  s e , b u t  on 
th e  n o n - c a p i t a 1iz e d  l e a s e  commitments t o  r e s t o r e  o r  p r e v e n t  any damage 
to  t h e  e n v i ro n m e n t .  See AICPA, A ccoun t ing  P r i n c i p l e s  Board ,  l o c .  c i t . ,  
p a r .  . 0 7 ,  p. 152 3. See a l s o  t h e  Accoun t ing  P r i n c i p l e s  Board o p i n i o n  
on p a r .  . 1 0 ,  a d d i t i o n a l  d i s c l o s u r e s  r e q u i r e d  f o r  t h e  f i n a n c i a l  s t a t e ­
ments of  th e  l e s s e e ,  " D i s c l o s u r e s  of  Lease  Commitments by L e s s e e s . "  
I b i d . ,  p .  3524.
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i m p o s i t i o n  o f  g o v e rn m e n ta l  r e g u l a t i o n s  and s t a n d a r d s  r e c o g n i z e d  a s  
l i a b i l i t i e s  f o r  t h e  p e r i o d  under  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  s h a l l  be a c c o m p l i sh e d  w i th  a f o o t n o t e  e x p l a i n i n g  th e  
n a t u r e  of  t h e s e  l i a b i l i t i e s .  T h i s  cou ld  be a c c o m p l i s h e d ,  however,  
by " k e y in g "  them t o  th e  f o o t n o t e  on th e  expense  s i d e  o f  t h e s e  
l i a b i l i t i e s  i n  t h e  income s t a t e m e n t ,  o r  v i c e  v e r s a  ( s e e  d i s c u s s i o n  
on th e  income s t a t e m e n t  d i s c l o s u r e s  b e l o w ) .
The judgment o f  t h e  a c c o u n t a n t  i s  needed i n  d e a l i n g  w i th  
t h e s e  l i a b i l i t i e s  b e c a u s e  t h e  amounts may no t  be m a t e r i a l  in  te rm s  
o f  t h e  p o p u l a r  u sage  of  t h e  m a t e r i a l i t y  c o n c e p t .  I t  i s  s u g g e s t e d ,  
however ,  t h a t  t h e s e  l i a b i l i t i e s  a r e  b e t t e r  ju d g e d  under  t h e  r e l e ­
vance  s t a n d a r d  t h a n  un d e r  t h e  c o n c e p t  o f  m a t e r i a l i t y .
F o o t n o t e s  a r e  a l s o  s u g g e s t e d  to  accompany d e f i n i t e  
commitments o r  r e c o g n i z e d  l i a b i l i t i e s  a r i s i n g  from s e l f - i m p o s e d  
r e s t o r a t i o n  o r  p r e v e n t i o n  o f  p a s t  o r  f u t u r e  e n v i ro n m e n ta l  damage.
P l a n s  to  commit (and  s u b s e q u e n t l y  i n c u r  a l i a b i l i t y )  
company r e s o u r c e s  a r i s i n g  from s e l f - i m p o s e d  e n v i ro n m e n ta l  damage 
c o n t r o l  a c t i v i t y  r e q u i r e  a s i m i l a r  f o o t n o t e .  T h i s  t a k e s  the  
form o f  a g e n e r a l  f o o t n o t e  t o  t h e  f i n a n c i a l  s t a t e m e n t s ,  and t h e r e ­
f o r e ,  s h o u ld  n o t  be i n c l u d e d  i n  t h i s  p o r t i o n  o f  t h e  b a l a n c e  s h e e t .  
T h i s  f o o t n o t e  cou ld  be ,  though n o t  s t r i c t l y  s o ,  a p a r t  of  th e  
g e n e r a l  c o n t in g e n c y  f o o t n o t e  d i s c u s s e d  below.
C o n t in g e n t  l i a b i l i t i e s  -  There  a r e  t h r e e  main p o s s i b l e  
ty p e s  o f  c o n t in g e n c y  f o o t n o t e  r e q u i r e d  under t h i s  c a t e g o r y :
(1)  A c o n t in g e n c y  f o o t n o t e  a r i s i n g  from e x i s t i n g  l e g a l
a c t i o n  t o  r e s t o r e  p a s t  e n v i r o n m e n t a l  damage o r  due t o  i n a d e q u a t e  
com pl iance  ( o r  n o n -c o m p l ia n c e )  w i th  g o v e rn m e n ta l  r e g u l a t i o n  o r  
s t a n d a r d s .  G e n e r a l l y ,  t h e  e s t i m a t e d  amount o f  t h i s  l i t i g a t i o n  
s h a l l  be s t a t e d .  I f  th e  amount i s  no t  r e a s o n a b l y  d e t e r m i n a b l e ,  
t h e  d i s c l o s u r e  r e q u i r e m e n t  by th e  A cco u n t in g  P r i n c i p l e s  Board i s  as  
f o l l o w s :
I f  a mone ta ry  e s t i m a t e  o f  t h e  amount i n v o l v e d  i s  n o t  
f e a s i b l e ,  d i s c l o s u r e  s h o u ld  be made i n  g e n e r a l  te rm s  
d e s c r i b i n g  t h e  c o n t in g e n c y  and e x p l a i n i n g  t h a t  no 
e s t i m a t e d  amount i s  d e t e r m i n a b l e .  When amounts 
a r e  n o t  o t h e r w i s e  d e t e r m i n a b l e ,  i t  may be a p p r o p r i a t e  
t o  i n d i c a t e  t h e  o p i n i o n  o f  management o r  c o u n s e l  
a s  t o  th e  amount which may be i n v o l v e d . ^6
(2) Those t h a t  may a r i s e  from a p o s s i b l e  a c t i o n  to  r e s t o r e  
p a s t  e n v i r o n m e n t a l  damage o r  com pl iance  w i t h  a s t a n d a r d  o r  r e g u l a t i o n  
abou t  to  be p ro m u lg a ted  o r  p a s s e d  by a g o v e rn m e n ta l  a u t h o r i t y  a s  a 
r e s u l t  o f  a p u b l i c  o u t c r y  o r  in  t h e  c o u r s e  o f  i t s  d u ty  to  p r o t e c t  th e  
p u b l i c  i n t e r e s t .  T h i s  i s  p a r t i c u l a r l y  t r u e  w i th  p o l l u t i o n  c o n t r o l  
s t a n d a r d s  which th e  s t a t e s  a r e  r e q u i r e d  by a f e d e r a l  law to  d ev e lo p  
and subm it  i n  a p l a n  o f  c o m p l ian c e  t o  t h e  E n v i ro n m en ta l  P r o t e c t i o n  
Agency.  These s t a n d a r d s  must  be implemented  no t  l a t e r  than  1977.  At 
t h i s  p o i n t ,  most  o f  t h e  s t a t e s  a r e  s t i l l  w ork ing  on t h e i r  r e s p e c t i v e  
p l a n s .
To some e x t e n t ,  t h e  l i a b i l i t y  in  t h i s  c a s e  a p p e a r s  to  be 
c e r t a i n ,  on ly  t h a t  th e  amount i s  not  r e a s o n a b l y  d e t e r m i n a b l e .  On th l  
b a s i s ,  t h e  d i s c l o s u r e  r e q u i r e m e n t  a p p l i c a b l e  seems to  be th e  one 
quo ted  above .
^AICPA,  Accoun t ing  P r i n c i p l e s  Board ,  " C o n t i n g e n c i e s , "  op.  
c i_ t . ,  pp .  4016-4018.
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P r o f e s s o r  Wood added  a d im ens ion  t o  t h i s  p rob lem  which 
makes t h e  a c c o u n t a n t ' s  c o u r s e  of  a c t i o n  u n c l e a r .  The h y p o t h e s i z e d  
c a s e  i s  t h a t  t h e r e  a r e  no government c o n t r o l s  o r  s t a n d a r d s  and t h e  
company i s  no t  c o n t r o l l i n g  i t s  p o l l u t i o n  and has  no p l a n s  o f  do ing  
s o .  Wood s u g g e s t e d  t h r e e  p o i n t s  t o  be  c o n s i d e r e d  t o  s o l v e  t h e  
a u d i t o r ' s  di lemma: (1) l o s s  o f  image by th e  f i r m  as  i t s  i r r e s p o n ­
s i b i l i t y  becomes known, (2)  much g r e a t e r  c o s t  i n  t h e  f u t u r e  i f  a c t i o n  
i s  d e l a y e d  and (3)  t h e  s o c i a l  c o s t s  o f  c o n t i n u e d  p o l l u t i o n . ^
O b v io u s ly ,  w h a te v e r  c o n c l u s i o n  th e  a u d i t  may come up 
w i t h  would be s e v e r e l y  q u e s t i o n e d .  I t  would n o t  be f a r f e t c h e d  to  
c o n c lu d e  t h a t  t h e  company would h e s i t a t e  t o  c o n s i d e r  t h e  i s s u e  f o r  
i n c l u s i o n  i n  i t s  f i n a n c i a l  s t a t e m e n t s .  A p o s s i b l e  c o u r s e  o f  a c t i o n  
which th e  a u d i t o r  c o u ld  t a k e  i s  to  warn th e  company o f  t h e  p o s s i b l e  
c onsequence  o f  t h e  s i t u a t i o n  e i t h e r  i n  h i s  t r a n s m i t t a l  l e t t e r  or  
in  a s e p a r a t e  l e t t e r  to  management.
(3)  The most  s i g n i f i c a n t  o f  t h e s e  c o n t i n g e n c i e s  i s  th e  
u n c e r t a i n t y  t h a t  q u e s t i o n s  t h e  g o in g  co n ce rn  a s s u m p t io n  w i th  
r e s p e c t  t o  a p a r t i c u l a r  e n t e r p r i s e .  C o n s id e r  t h e s e  q u o t a t i o n s  by 
Beams and F e r t i g ,  a l l  from December,  1970 i s s u e  o f  The Roanoke T im e s :
The S t a t e  Water  C o n t r o l  Board o f  t h e  Commonwealth 
of  V i r g i n i a  has s e t  -July,  1972 a s  t h e  d e a d l i n e  f o r  
American Cyanamid Company's  P iney  R ive r  p l a n t  to  c e a s e  
p o l l u t i n g  the  P iney  R i v e r .  The h igh  c o s t  o f  t h e  new 
c o n t r o l s  which would be n e c e s s a r y  to  h a l t  t h e  p o l l u t i o n  
le d  to  t h e  announced c l o s i n g  of  t h e  p l a n t  and t h e  p o s s i ­
b i l i t y  of  th row ing  325 p e o p le  out  o f  work.
^Wood, l oc .  c i t .
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The S a l t v i l l e ,  V i r g i n i a ,  soda  ash  p l a n t  o f  O l in  
M ath leson  C o r p o r a t i o n  i s  s c h e d u le d  f o r  c l o s i n g  by 
1972. The h i s t o r y  o f  t h i s  p l a n t  d a t e s  back to  
1893 and t h e  r e a s o n  f o r  c l o s i n g  i s  s imply  t h a t  t h e  
p l a n t  can n o t  meet  t h e  p r e v a i l i n g  w a te r  q u a l i t y  con­
t r o l  s t a n d a r d s .  About 650 p e o p l e  w i l l  be o u t  of  
j o b s  i f  t h e  a n t i c i p a t e d  shutdown o c c u r s . 78
Commenting on t h e  w a t e r  q u a l i t y  s t a n d a r d s  approved  by the
E n v i ro n m e n ta l  P r o t e c t i o n  Agency i n  O c to b e r  1973,  The Wall  S t r e e t
J o u r n a l  s t a t e d  t h a t  t o  meet  t h e s e  s t a n d a r d s ,  t h e  o i l  i n d u s t r y  has
79to  commit $1 b i l l i o n  f o r  t h e  n e x t  f o u r  y e a r s .  U n f o r t u n a t e l y ,
t h e  m agn i tude  o f  t h i s  amount,  i f  Imposed on a s i n g l e  company,  even 
to  G en e ra l  Motors C o r p o r a t i o n  would r e s u l t  i n  i t s  c e r t a i n  e x t i n c t i o n .
The p rob lem i s  how t o  d i s c l o s e  t h i s  c o n d i t i o n  in  th e  
f i n a n c i a l  s t a t e m e n t s .  U n q u e s t i o n a b l y ,  t h e  in d e p e n d e n t  a u d i t o r  has  
a s u f f i c i e n t  ground to  d i s c l a i m  an o p i n i o n  on the  f i n a n c i a l  s t a t e ­
ments t a k e n  a s  a w ho le .  As s u c h ,  t h e  d i s c l o s u r e s  r e q u i r e d  f o r  a
80d i s c l a i m e r  o f  an o p i n i o n  a p p l y .
I f  th e  p l a n t  ( o r  segment o f  b u s i n e s s )  i s  e v e n t u a l l y
78 Beams and F e r t i g ,  op.  c i t . ,  pp.  40 -41 .
79 B ur t  S c h o r r ,  " E x p e n s iv e  S u r p r i s e :  U.S.  Water  C lean-up  
R u l e s ,  Due Out S h o r t l y ,  To Cost  I n d u s t r y  F a r  More Than P r e d i c t e d , "  
The Wall  S t r e e t  J o u r n a l , O c to b e r  3, 1973,  p.  34.
80 See d i s c l a i m e r  o f  an o p in i o n  r e q u i r e m e n t  in  AICPA, Com­
m i t t e e  on A u d i t i n g  S t a n d a r d s ,  "The F o u r th  S t a n d a rd  o f  R e p o r t i n g , "  
o p.  c i^t. , p . 8 3.
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abandoned ,  t h e  d i s c l o s u r e  r e q u i r e m e n t s  a r e  d i s c u s s e d  under  " d i s c o n ­
t i n u a n c e  of  a segment o f  a b u s i n e s s "  be low.
Income S ta t e m e n t
J u s t  l i k e  t h e  c o s t s  and ex p e n s e s  i n c u r r e d  i n  t h e  company 's  
r e g u l a r  b u s i n e s s  o p e r a t i o n ,  th e  c o s t s  and ex p e n s e s  r e c o g n i z e d  by t h e  
company i n  i t s  s o c i a l  p rograms may be c l a s s i f i e d  i n t o  m a n u fa c tu r i n g  
and n o n - m a n u f a c t u r i n g  c o s t s .  These  c o s t s  and e x p e n s e s  a r e  c l a s s i ­
f i e d  on t h i s  b a s i s  below:
M a n u fa c t u r in g  -  c o s t s  and ex p e n s e s  i n c u r r e d  a s  a r e s u l t  o f  
the  company 's  p o l l u t i o n  aba tem e n t  and e n v i ro n m e n ta l  damage c o n t r o l  
a c t i v i t i e s :
(1)  d e p r e c i a t i o n
(2) a d m i n i s t r a t i v e  c o s t s
(3)  r e s e a r c h  and development c o s t s
(A) a c c r u a l s  f o r  e s t i m a t e d  l i a b i l i t i e s  a r i s i n g  
from e x e c u t o r y  c o n t r a c t s  to  r e s t o r e  o r  
r e p a i r  damage to  th e  env i ro n m en t  a t  t h e  
t e r m i n a t i o n  o f  t h e  l e a s e  a g re e m e n t .
In  c e r t a i n  i n s t a n c e s ,  t h e  e n v i r o n m e n t a l  
c o n s e r v a t i o n  p rogram i s  p a r t  o f  t h e  
o p e r a t i n g  r o u t i n e  o f  a company,  t h u s ,  
t h e s e  c o s t s  and e x p e n s e s  a r e  a c t u a l  
o u t l a y s  o r  commitments .
(5) a c c r u a l s  o r  a c t u a l  o u t l a y s  o r  commitments 
a r i s i n g  from s e l f - i m p o s e d  r e s t o r a t i o n  o r  
p o l l u t i o n  aba tem en t  and e n v i ro n m e n ta l  
damage c o n t r o l  p rograms.
(6) o t h e r  c o s t s  and e x p e n s e s .
Non-manufac t  u r t n g  -  These c o s t s  and ex p e n s e s  c o n s i s t  of  expen­
d i t u r e s  o r  o u t l a y s  f o r  o t h e r  s o c i a l  programs i d e n t i f i e d  e a r l i e r .
These programs may i n c lu d e  a s s i s t a n c e  f o r  m i n o r i t y  e n t e r p r i s e ,  day
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c a r e  c e n t e r s ,  c o n t r i b u t i o n s ,  m i n o r i t y  p u r c h a s i n g  p rog ram s ,  and o t h e r  
s o c i a l  p r o j e c t s .
C u r r e n t  p r a c t i c e  i n c l u d e s  t h e s e  c o s t s  i n  t h e  m u l t i t u d e  
of  c o s t s  and e x p e n s e s  r e c o g n i z e d  by t h e  company d u r i n g  a p a r t i c u l a r  
p e r i o d .  T h e r e f o r e ,  to  a r t i c u l a t e  t h e  s i g n i f i c a n c e  o f  t h e s e  c o s t s  
and e x p e n s e s ,  t h e  p r e f e r r e d  p r e s e n t a t i o n  i s  t o  s e t  them up a s  a 
s e p a r a t e  c a p t i o n  i n  t h e  m a n u f a c t u r i n g  ( o r  c o s t  o f  s a l e s )  and i n  th e  
n o n - m a n u f a c t u r i n g  (o r  o p e r a t i n g  c o s t )  s e c t i o n s  o f  t h e  income 
s t a t e m e n t .  T h i s  p r e s e n t a t i o n  s h a l l  be accompanied  by a f o o t n o t e  
d e t a i l i n g  t h e  s o c i a l  programs b e i n g  u n d e r t a k e n ,  t h e  c o s t s  i n c u r r e d  
f o r  eac h  program on a c o m p a r a t i v e  b a s i s ,  a s  w e l l  a s  a s t a t e m e n t  of  
t h e  f u t u r e  g o a l s  o f  th e  company i n  t h i s  r e s p e c t .  Such a c c o u n t  
t i t l e s  a s  " p o l l u t i o n  aba tem en t  and e n v i r o n m e n t a l  damage c o n t r o l  
e x p e n s e s "  ( m a n u f a c tu r in g )  and " c o s t  o f  s o c i a l  p rogram s"  (non­
m a n u fa c tu r i n g )  o r  o t h e r  c a p t i o n s  o f  s i m i l a r  im por t  may be u sed .
However, c u r r e n t  p r a c t i c e  in  c o n s o l i d a t e d  f i n a n c i a l  
s t a t e m e n t s  i s  to  a g g r e g a t e  a l l  t h e  c o s t s  and e x p en s es  f o r  t h e  p e r i o d  
under  a v e ry  l i m i t e d  number of  f u n c t i o n a l  c l a s s i f i c a t i o n s  such  as  
c o s t  o f  goods s o l d  and g e n e r a l ,  a d m i n i s t r a t i v e  and s e l l i n g  e x p e n s e s .  
In most  income s t a t e m e n t  p r e s e n t a t i o n ,  however ,  i n t e r e s t  expense  
o c c u p i e s  a s e p a r a t e  c a p t i o n  in  th e  o p e r a t i n g  c o s t  s e c t i o n  o f  th e  
s t a t e m e n t  b e c a u se  th e  amount a p p e a r s  to  be s i g n i f i c a n t .  In c o n s i ­
d e r i n g  th e  t o t a l  c o s t  o f  th e  o t h e r  s o c i a l  programs o f  t h e  company 
which has  to  be in c lu d e d  in  t h i s  s e c t i o n  o f  th e  income s t a t e m e n t ,  
i t  a p p e a r s  t h a t  t h e  magnitude  of  such  t o t a l  c o s t  i s  not  as  s i g n i ­
f i c a n t  (o r  m a t e r i a l )  compared w i t h ,  s a v ,  i n t e r e s t  ex p en se .  Th is
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might  r a i s e ,  f o r  one r e a s o n  o r  a n o t h e r ,  some o b j e c t i o n s  i n  p r e s e n t i n g
t h i s  c o s t  a s  a s e p a r a t e  c a p t i o n .  L i k e w i s e ,  o b j e c t i o n s  may be r a i s e d
to  c r e a t e  a n o t h e r  c a p t i o n  i n  t h e  c o s t  o f  goods s o l d  s e c t i o n  to
p r e s e n t  t h a t  p o r t i o n  o f  m a n u f a c t u r i n g  c o s t s  a r i s i n g  from t h e s e
s o c i a l  a c t i v i t i e s .
On t h i s  b a s i s ,  t h e  p r e s e n t a t i o n  s u g g e s t e d  by t h e  Committee
81t h ro u g h  " s c h e d u l e s ,  e x p l a n a t o r y  f o o t n o t e s  o r  a d d i t i o n a l  d e t a i l s "  
may be u sed .  On th e  minimum, t h i s  p r e s e n t a t i o n  s h ou ld  d i s c l o s e  
(See Appendix B ) :
(1)  t h e  method o r  p r o c e d u r e  i n  com out ing th e  
am o u n ts .
(2) a l i s t i n g  o f  each  s o c i a l  program and i t s  
c o r r e s p o n d i n g  c o s t s .
(3) com par ison  of  e x p e n d i t u r e s  t h i s  y e a r  and 
l a s t  y e a r .
(4)  o t h e r  d a t a  which may be i n c lu d e d  to  enhance 
t h e  i n f o r m a t i o n  c o n t e n t  o f  th e  m a t t e r .
The d e p r e c i a t i o n  on p o l l u t i o n  aba tem e n t  and e n v i ro n m e n ta l
damage c o n t r o l  f a c i l i t i e s  may be p r e s e n t e d  in  t h i s  s e c t i o n  o r  in  th e
d i s c l o s u r e  made f o r  a l l  d e p r e c i a t i o n  e x p e n s e .  The l a t t e r  i s  p r e f e r r e d
b e c a u se  o f  th e  s p e c i f i c  d i s c l o s u r e  r e q u i r e d  f o r  t h i s  i t em  by th e
A ccoun t ing  P r i n c i p l e s  Board t o  w i t :
Because of  t h e  s i g n i f i c a n t  e f f e c t s  on f i n a n c i a l  
p o s i t i o n  and r e s u l t s  o f  o p e r a t i o n s  o f  t h e  d e p r e c i a t i o n  
method o r  methods  u s e d ,  the  f o l l o w i n g  d i s c l o s u r e s  s h ou ld  
be made in t h e  f i n a n c i a l  s t a t e m e n t s  o r  in  n o t e s  t h e r e t o :
O  1
American A ccoun t ing  A s s o c i a t i o n ,  Committee on Env i ronm en ta l  
E f f e c t s  o f  O r g a n i z a t i o n  B e h a v i o r ,  1973, op.  c i t . ,  p .  105.
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(a )  D e p r e c i a t i o n  ex p en se  f o r  t h e  p e r i o d ,
(c)  Accumulated d e p r e c i a t i o n ,  e i t h e r  by m a jo r  
c l a s s e s  o f  d e p r e c i a b l e  a s s e t s  o r  i n  t o t a l ,  
a t  t h e  b a l a n c e - s h e e t  d a t e ,  and
(d) A g e n e r a l  d e s c r i p t i o n  o f  th e  method o r  
methods  used i n  computing  d e p r e c i a t i o n  
w i t h  r e s p e c t  t o  m a jo r  c l a s s e s  o f  d e p r e ­
c i a b l e  a s s e t s .
As m ent ioned  e a r l i e r ,  t h e  a c c o u n t i n g  p o l i c y  f o r  r e s e a r c h  
and development c o s t s  has  to  be d i s c l o s e d  as  a f o o t n o t e  to  the  
f i n a n c i a l  s t a t e m e n t s .
E x t r a o r d i n a r y  I tems
G e n e r a l l y ,  r e f u r b i s h i n g  c o s t s  o r  c o s t s  t o  r e s t o r e  o r  r e p a i r  
a p a s t  damage t o  t h e  env i ronm en t  s h o u ld  be a c c o u n te d  f o r  a s  a p r i o r  
y e a r ' s  a d j u s t m e n t  to  n e t  income. An e x c e p t i o n  t o  t h i s  i s  an o i l  s p i l l  
i n  th e  o i l  i n d u s t r y ,  the  c o s t  o f  which ( l e s s  any i n s u r a n c e  r e c o v e r i e s )  
i s  p r o p e r l y  c h a rg e d  t o  c u r r e n t  o p e r a t i o n .  As s u g g e s t e d  e a r l i e r ,  t h i s  
s h ou ld  be t r e a t e d  as  an e x t r a o r d i n a r y  i t em  in  a c c o r d a n c e  w i t h  gene ­
r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .  A s i m i l a r  p r e s e n t a t i o n  i s  
s u g g e s t e d  f o r  t h e  abandonment o f  f a c i l i t i e s  which do no t  meet th e  
s t a n d a r d s  o r  r e g u l a t i o n  p ro m u lg a ted  a f f e c t i n g  t h e  m a t t e r .
These c o s t s  s h o u ld  be s e g r e g a t e d  from th e  r e s u l t s  o f  o r d i n a r y  
o p e r a t i o n s  and shown s e p a r a t e l y  in  t h e  income s t a t e m e n t ,  i n c l u d i n g  a
8 ̂“AICPA, A ccoun t ing  P r i n c i p l e s  Board,  " D i s c l o s u r e  of  
D e p r e c i a b l e  A s s e t s  and D e p r e c i a t i o n , "  op .  c i t . ,  p .  1353.
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d i s c l o s u r e  o f  t h e i r  n a t u r e  and amount.  The r e q u i r e d  d i s c l o s u r e  f o r  
e x t r a o r d i n a r y  i t em s  a s  s u g g e s t e d  by t h e  A ccoun t ing  P r i n c i p l e s  Board 
i s  a s  follows:®®
Income b e f o r e  e x t r a o r d i n a r y  i t em s
E x t r a o r d i n a r y  i t e m s  ( l e s s  a p p l i c a b l e  
income t a x e s  o f  ( $xx) (Note ___ )
Net income
D i s c o n t i n u a n c e  o f  a Segment o f  a 
B u s in e s s
I f  t h e  segment o f  a b u s i n e s s  i s  d i s c o n t i n u e d  b e c a u s e  th e  
s t a n d a r d s  o r  r e g u l a t i o n  p ro m u lg a ted  by th e  government  to  c o n t r o l  
p o l l u t i o n  and o t h e r  e n v i ro n m e n ta l  damage canno t  be met w i t h o u t  
s u s t a i n e d  l o s s e s  to  t h e  company,  t h e  s p e c i f i c  d i s c l o s u r e  r e q u i r e m e n t  
s e t  by t h e  A ccoun t ing  P r i n c i p l e s  Board which i s  a p p l i c a b l e  t o  t h i s  
s i t u a t i o n  i s  as  fo l lows:® ^
Income from c o n t i n u i n g  o p e r a t i o n s  
b e f o r e  income t a x e s
P r o v i s i o n  f o r  income t a x e s
Income from c o n t i n u i n g  o p e r a t i o n s
D i s c o n t i n u e d  o p e r a t i o n s  (Note ___ ) :
Income ( l o s s )  from o p e r a t i o n s  o f  
d i s c o n t i n u e d  D i v i s i o n  X ( l e s s  
a p p l i c a b l e  income t a x e s  o f  $xx)
8 \AICPA, A ccoun t ing  P r i n c i p l e s  Board ,  " R e p o r t i n g  t h e  R e s u l t s  
of  O p e r a t i o n s  — R e p o r t i n g  th e  E f f e c t s  of  D i s p o s a l  of  a Segment o f  a 
B u s i n e s s ,  and E x t r a o r d i n a r y  Unusual  and F r e q u e n t l y  O c c u r r i n g  Events  









I b i d . ,  pp.  1 1 0 3 - 1 1 0 4 .
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Loss on d i s p o s a l  o f  D i v i s i o n  X, 
i n c l u d i n g  p r o v i s i o n  o f  $xx f o r  
o p e r a t i n g  l o s s e s  d u r i n g  p h a s e ­
o u t  p e r i o d  ( l e s s  a p p l i c a b l e
income t a x e s  o f  $xx) xx xx
Net income $xx
Also  r e q u i r e d  i s  a d i s c l o s u r e  a s  t o  t h e  n a t u r e  and amount i n v o l v e d  
a s  a r e s u l t  o f  t h e  d i s c o n t i n u a n c e  o f  t h e  s e g m e n t ' s  o p e r a t i o n .
S t a t e m e n t  o f  C a p i t a l  and R e t a in e d  
E a r n i n g s
Based on th e  p rem is e  t h a t  p r o d u c t i o n  c o s t s  in  p r i o r  y e a r s  
were  u n d e r s t a t e d  b e c a u se  t h e  use  o f  " f r e e  goods"  were  no t  i n t e r n a l i z e d  
and a c c o u n te d  f o r  a s  c o s t  d u r i n g  t h o s e  p e r i o d s ,  t h e  s u b s e q u e n t  
e x p e n d i t u r e s  to  r e p a i r  o r  r e s t o r e  t h e  damage to  t h e  env i ronm en t  as  
a r e s u l t  o f  p a s t  p r o d u c t i o n  a c t i v i t i e s  s h a l l  be t r e a t e d  a s  an a d j u s t ­
ment to  p r i o r  p e r i o d s '  n e t  income i n  a c c o r d a n c e  w i th  t h e  c r i t e r i a  
e s t a b l i s h e d  in  p a r a g r a p h  .22 o f  t h e  A ccoun t ing  P r i n c i p l e s  Board o p i ­
n io n  on r e p o r t i n g  t h e  r e s u l t s  o f  company o p e ra t io n s .® -*
The d i s c l o s u r e  r e q u i r e m e n t  c a l l s  f o r  t h e  p r e s e n t a t i o n  of  
t h e  r e s u l t i n g  e f f e c t s  (b o th  g r o s s  and n e t  o f  a p p l i c a b l e  income t a x )  
on th e  n e t  income f o r  th e  y e a r  i n  which th e  a d j u s t m e n t s  a r e  made.
When f i n a n c i a l  s t a t e m e n t s  f o r  a s i n g l e  p e r i o d  a r e  p r e s e n t e d ,  t h e  
a d j u s t m e n t  s h a l l  be made on th e  o p en ing  b a l a n c e  o f  t h e  r e t a i n e d  
e a r n i n g s  and on th e  n e t  Income o f  t h e  im m ed ia te ly  p r e c e d i n g  p e r i o d .
85AICPA, A ccoun t ing  P r i n c i p l e s  Board ,  " R e p o r t i n g  th e  
R e s u l t s  of  O p e r a t i o n s , "  oj>_._c_i_t. , par* . 2 2 ,  pp.  1017-1018.
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When c o m p a r a t i v e  s t a t e m e n t s  a r e  p r e s e n t e d ,  t h e  d i s c l o s u r e  sh o u ld  
i n c l u d e  the  e f f e c t s  f o r  each  o f  t h e  p e r i o d s  i n c l u d e d  in  t h e  s t a t e ­
ments
S ta t e m e n t  o f  Changes i n  F i n a n c i a l  
P o s i t i o n
E x p e n d i t u r e s  f o r  p o l l u t i o n  aba tem e n t  and e n v i ro n m e n ta l  
damage c o n t r o l  a c t i v i t i e s  s h a l l  be d i s c l o s e d  s e p a r a t e l y  i n  th e  
s t a t e m e n t  o f  changes  i n  f i n a n c i a l  p o s i t i o n .  These e x p e n d i t u r e s  
( d e p r e c i a t i o n  a s  a d j u s t m e n t  t o  incom e) ,  i n c l u d e  th e  a c q u i s i t i o n  
o f  p h y s i c a l  f a c i l i t i e s  as  w e l l  a s  a l l  t h e  c a s h  o u t l a y s  f o r  c o s t s
and e x p e n s e s  enum era ted  e a r l i e r .  C o rco ran  and L e i n i n g e r  made
a s i m i l a r  p r o p o s a l :
In  r e p o r t i n g  th e  exchange  o f  f i n a n c i a l  r e s o u r c e s  
be tween  the f i r m  and i t s  e n v i ro n m e n t ,  much o f  t h e  
i n f o r m a t i o n  would be c o n t a i n e d  i n  a f low o f  funds  
s t a t e m e n t .  Such a s t a t e m e n t  might  be a c c o m p l i sh e d  
b e t t e r  by ad d in g  new d e t a i l  t o  th e  p r e s e n t  s o u r c e s  
and u s e s  o f  funds  s t a t e m e n t s  th a n  by i n c l u d i n g  a 
funds  s t a t e m e n t  a s  p a r t  o f  the  e n v i ro n m e n ta l  r e p o r t .
S e v e r a l  i t e m s  t h a t  c o u ld  be d e t a i l e d  would be a 
d e s c r i p t i v e  l i s t  o f  t a x e s  p a i d ,  v o l u n t a r y  c o n t r i ­
b u t i o n s  made by t h e  f i r m ,  i n v e s t m e n t  made b o th  f o r
p o l l u t i o n  c o n t r o l  and e n v i ro n m e n t a l  improvements 
t o  work s t a t i o n s  ( i . e . ,  d u s t  and sound c o n t r o l ) ,  
and f i n a n c i a l  a i d  e x t e n d e d  t o  v a r i o u s  s o c i a l  c a u s e s .® ^
Earn in g s  p e r  Shar e  C om puta t ion
In p r o p o s i n g  th e  i n c l u s i o n  o f  e a r n i n g s  p e r  s h a r e  compu-
8 6 I b i d . ,  p a r .  . 2 5 ,  p p .  1 0 1 8 - 1 0 1 9 .
8  7
A.  W a y n e  C o r c o r a n  a n d  W a y n e  E .  L e i n i n g e r ,  J r . ,  " F i n a n c i a l  
S t a t e m e n t s  —  Who N e e d s  T h e m ? , "  F i n a n c i a l  E x e c u t i v e ,  V o l .  X X X V H I  
( A u g u s t ,  1 9 7 0 ) ,  p p .  4 5 - 4 6 .
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t a t i o n  i n  t h e  f a c e  o f  th e  income s t a t e m e n t ,  t h e  A c c o u n t in g  P r i n c i p l e s
Board j u s t i f i e s  i t  i n  t h i s  manner:
. . . th e  s i g n i f i c a n c e  a t t a c h e d  by i n v e s t o r s  and o t h e r s  
to  e a r n i n g s  p e r  s h a r e  d a t a ,  t o g e t h e r  w i t h  t h e  im p o r ta n c e  
o f  e v a l u a t i n g  t h e  d a t a  in  c o n j u n c t i o n  w i th  t h e  f i n a n c i a l  
s t a t e m e n t s ,  r e q u i r e s  t h a t  such  d a t a  be p r e s e n t e d  p r o ­
m i n e n t l y  in  th e  f i n a n c i a l  s t a t em en t s .® ®
P resum ab ly ,  th e  same j u s t i f i c a t i o n  was advanced  t o  s u p p o r t  t h e
p r o p o s a l  to  p r e s e n t  e a r n i n g s  p e r  s h a r e  amounts  f o r  e x t r a o r d i n a r y
i t e m s .
In  r e c e n t  y e a r s ,  the  l i t e r a t u r e  w i th  r e s p e c t  t o  t h e  s o c i a l  
pe r fo rm a n ce  o f  c o r p o r a t i o n s  s u g g e s t s  t h a t  e x p e n d i t u r e s  f o r  s o c i a l  
c a u s e s  be r e l a t e d  in  te rm s  o f  p e r c e n t a g e  to  s a l e s  and o t h e r  s i m i l a r  
s t a t i s t i c a l  c o m p a r i s o n s .  S i m i l a r l y ,  c o r p o r a t e  c o n t r i b u t i o n s  a r e  
e v a l u a t e d  in  te rm s  o f  p e r c e n t a g e  to  g r o s s  income. The l a t t e r  a p p e a r s  
to  have been i n f l u e n c e d  by t h e  t a x  a l l o w a n c e  o f  5 p e r c e n t  based  on 
g r o s s  income.
The r e a l  i s s u e ,  however ,  i s  th e  s i g n i f i c a n c e  and th e  u s e f u l ­
n e s s  of  t h e s e  p e r c e n t a g e s  i n s o f a r  a s  g a ug ing  th e  s o c i a l  s e n s i t i v i t y  
o f  a p a r t i c u l a r  company. For i n s t a n c e ,  t h e  p e r c e n t a g e  o f  t h e  c o s t s  
o f  s o c i a l  a c t i v i t i e s  to  s a l e s  w i l l  c e r t a i n l y  c r e a t e  an i l l u s o r y  
index  o f  s e n s i t i v i t y  to  s o c i a l  demands b e c a u s e  such  c o s t s  has  t o  r e a c h  
m i l l i o n s  o f  d o l l a r s  b e f o r e  a modest  p e r c e n t a g e  r e l a t i o n s h i p  c ou ld  
be a t t a i n e d .  S i m i l a r  s i t u a t i o n  may a r i s e  w i th  r e s p e c t  to  th e  p e r ­
c e n t a g e  of  a c t u a l  c o n t r i b u t i o n s  to  g r o s s  incom e .
®®Al ( ' . PA,  A c c o u n t i n g  P r i n c i p l e s  B o a r d .  " E a r n i n g s  p e r  S h a r e , "  
o p .  c i t .  , p a r .  . 1 2 ,  p .  1 0 3 9 .
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T h e r f o r e ,  t o  remedy th e  m i s l e a d i n g  i n f e r e n c e  t h a t  may 
r e s u l t  from th e s e  p e r c e n t a g e s ,  t h i s  s t u d y  p r o p o s e s  t h a t  a compu­
t a t i o n  o f  a per  s h a r e  c o s t s  o f  s o c i a l  a c t i v i t i e s  be computed in  t h e  
f a c e  of  th e  income s t a t e m e n t  s i m i l a r  to  t h e  p e r  s h a r e  c o m p u ta t io n  
o f  e x t r a o r d i n a r y  i t e m s .  The p e r  s h a r e  f i g u r e  w i l l  p r o v i d e  a b e t t e r  
view o f  th e  company' s  s o c i a l  in vo lvem en t  f o r  i t  shows th e  amount 
o f  p r o f i t s  pe r  s h a r e  which t h e  company commit ted  t o  s o c i a l  c a u s e s .  
C o n s e q u e n t ly ,  t h i s  p e r  s h a r e  c o s t s  o f  s o c i a l  a c t i v i t i e s  cou ld  
s t i m u l a t e  a more c r e a t i v e  j u s t i f i c a t i o n  f o r  p u r s u i n g  them. For 
i n s t a n c e ,  i f  t h e  n e t  income p e r  s h a r e  b e f o r e  t h e  c o s t  o f  s o c i a l  
p rograms i s  $ 2 .0 0 ,  and th e  p e r  s h a r e  c o s t  o f  s o c i a l  a c t i v i t i e s ,  
l e s s  t h e  a p p l i c a b l e  income t a x e s  i s  $ . 3 0 ,  management c o u ld  t e l l  
i t s  s t o c k h o l d e r s  t h a t  t h e  e a r n i n g s  o f  t h e i r  company i s  $ 1 .7 0  in  
d o l l a r  t e rm s ,  p l u s  $0 .30  e a r n i n g s  ( en joym en t )  o f  c l e a n  a i r ,  
c l e a n  w a t e r ,  a n d / o r  p e a c e f u l  s o c i e t y ,  p l u s  a s s u r a n c e  ( e a r n i n g s )  to  
c o n s c i e n c e  in  te rms o f  r e d u c i n g  i n j u s t i c e s  i n  t h e  American s o c i e t y .
A s im p le  prescviLaL iu c  o f  t h i s  p r o p o s a l  i s  shown in  
Appendix C.
Summary
T h i s  c h a p t e r  h a s  d e a l t  w i t h  t h e  a c c o u n t i n g  a n d  t h e  
r e p o r t i n g  a s p e c t s  o f  c o r p o r a t e  s o c i a l  p r o g r a m s ,  a n d  c i t e d  s e v e r a l  
r e a s o n s  t o  j u s t i f y  t h e  a c t i v i t " .  I t  w a s  c o n c l u d e d  t h a t  t h e  
t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  m o d e l s  o f  t h e  a c c o u n t a n t  a r e  s t i l l  
t h e  b e s t  m e d i a  t o  r e p o r t  t h e  s o c i a l  a c t i v i t i e s  o f  t h e  e n t e r p r i s e .
A s  a  b a c k g r o u n d  c o n c e r n i n g  t h e  p r o g r e s s  o f  r e p o r t i n g
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t h e s e  s o c i a l  p rograms In t h e  t r a d i t i o n a l  r e p o r t i n g  mode ls  o f  th e  
a c c o u n t a n t ,  t h i s  s e c t i o n  o f  t h e  s tu d y  has  r ev iew ed  t h e  f i n d i n g s  of  
m a jo r  works p r o v i d i n g  i n t o  the  m a t t e r .  The works o f  Norman Pope ,  
W i l l i a m s ,  C a ld w e l l  and N e e d le s ,  and t h e  a c c o u n t i n g  f i r m  o f  A r th u r  
Andersen & Co. have been c o n s i d e r e d .  These  s t u d i e s  have  found t h a t ,  
a l t h o u g h  c o n s i d e r a b l e  p r o g r e s s  has  been made,  th e  r e p o r t i n g  p r a c t i c e  
o f  r e p o r t i n g  t h e s e  s o c i a l  a c t i v i t i e s  i s  p u r e l y  n a r r a t i v e ,  g e n e r a l l y  
i n  the  p r e s i d e n t s  l e t t e r  to  the  s t o c k h o l d e r s  and in  t h e  body of  
t h e  an n u a l  r e p o r t .
S e v e r a l  a p p ro a c h e s  to  t h e  s o c i a l  a u d i t  have been c o n s i d e r e d .  
I t  was recommended t h a t  t h i s  a r e a  o f  a c t i v i t y  be t a k e n  by th e  
a c c o u n t i n g  p r o f e s s i o n  as  a s p e c i a l  a c t i v i t y  and t h a t  th e  c o r r e s p o n d i n g  
r e p o r t  be c o n s i d e r e d  as  a supp lem ent  to  t h e  f i n a n c i a l  r e p o r t s  o f  th e  
e n t e r p r i s e .  A c c o r d in g l y ,  i t  i s  s u g g e s t e d  t h a t  th e  a c c o u n t i n g  
p r o f e s s i o n  s h o u ld  f i n d  a s u i t a b l e  methodology so t h a t  t h e  c o s t  o f  
s o c i a l  programs be r e p o r t e d  in t h e  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  
models  of  t h e  p r o f e s s i o n .
In the  s e a r c h  f o r  a me thodology f o r  c o s t i n g  t h e s e  s o c i a l  
a c t i v i t i e s ,  the  a t t e n t i o n  o f  t h e  a c c o u n t i n g  p r o f e s s i o n  has  been 
d i r e c t e d  towards  t h e  conduc t  o f  a s o c i a l  a u d i t .  As a r e s u l t ,  t h e  
a c c o u n t a n t s  o v e r lo o k e d  t h e i r  fundam en ta l  r e s p o n s i b i l i t y  f o r  a c c o u n t ­
ing and r e p o r t i n g  the  r e l e v a n t  d a t a  c o n c e r n i n g  t h e s e  s o c i a l  a c t i v i t i e s  
in  t h e i r  t r a d i t i o n a l  r e p o r t i n g  model .  The d i s c u s s i o n  co n c lu d ed  t h a t  
the  a c c o u n t i n g  p r o f e s s i o n  has a d e q u a te  t e c h n i q u e s  in a c c o r d a n c e  w i th  
g e n e r a l l y  a c c e p te d  a c c o u n t i n g  p r i n c i p l e s  to  account  and r e p o r t  
on th o s e  s o c i a l  a c t i v i t i e s .
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Sugges ted  in  t h i s  s t u d y  a s  a c o s t i n g  methodology  f o r  
t h e s e  s o c i a l  a c t i v i t i e s  i s  i n p u t  c o s t s ,  t h a t  i s ,  t h e  d o l l a r  v a l u e  
of  t h e  c o r p o r a t e  r e s o u r c e s  commit ted  i n  p u r s u i n g  t h e s e  a c t i v i t i e s .
Th is  c o s t i n g  methodology  e x c l u d e s  o p p o r t u n i t y  c o s t .
For  a m e an in g fu l  r e f e r e n c e  to  t h e  c o s t s  o f  s o c i a l  p ro g ram s ,  
a sy s t e m  f o r  c l a s s i f y i n g  them has  been  o f f e r e d .  As to  i n t e n t  o r  
p u r p o s e ,  th e  c o s t  may be p r e v e n t i v e  o r  r e f u r b i s h i n g ;  a s  t o  t h e  manner 
by which c o r p o r a t e  r e s o u r c e s  a r e  commit ted  , t h e  c o s t  may be d i r e c t  
o r  i n d i r e c t  commitment o f  r e s o u r c e s ;  and as  to  th e  move o r  d r i v i n g  
f o r c e  which in d u c e s  t h e  f i rm  t o  u n d e r t a k e  c e r t a i n  s o c i a l  p ro g ram s ,  
t h e  c o s t  may be v o l u n t a r y  o r  i n v o l u n t a r y .
The r e s o u r c e s  commit ted  t o  p o l l u t i o n  c o n t r o l  and e n v i r o n ­
m e n ta l  c o n s e r v a t i o n  programs and to  t h e  o t h e r  s o c i a l  programs of  
t h e  company have been i d e n t i f i e d .  Using in p u t  c o s t  a s  a c o s t i n g  
m ethodo logy ,  th e  t r a n s l a t i o n  o f  t h e s e  r e s o u r c e s  i n t o  d o l l a r  te rm s  
was d i s c u s s e d .
A d e t a i l e d  d i s c u s s i o n  was made c o n c e r n i n g  th e  a c c o u n t i n g  f o r  
c o s t s  of  s o c i a l  p rogram s .  I t  was conc luded  t h a t  t h e  a c c o u n t i n g  
prob lem in v o l v e d  w i th  t h e s e  c o s t s  i s  no t  a s  complex as  i t  a p p e a r s  
to  b e .  T h e i r  a c c o u n t i n g  t r e a t m e n t  i s  no t  d i f f e r e n t  from the  
a c c o u n t i n g  fo r  c o s t s  and e x p e n s e s  i n c u r r e d  by a company in  i t s  r e g u l a r  
o pe ra  t i o n .
The r e p o r t i n g  problem posed  by t h e s e  s o c i a l  a c t i v i t i e s  
has been c o n s i d e r e d .  S p e c i f i c  d i s c l o s u r e s  have been s u g g e s t e d  f o r  
p o l l u t i o n  aba tem en t  and e n v i ro n m e n ta l  damage c o n t r o l  f a c i l i t i e s  i n  t h e  
b a l a n c e  s h e e t ,  income s t a t e m e n t ,  s t a t e m e n t  of c a p i t a l  and r e t a i n e d
233
e a r n i n g s ,  s t a t e m e n t  o f  changes  i n  f i n a n c i a l  p o s i t i o n ,  and i n  t h e  
c o m p u ta t i o n  o f  e a r n i n g s  per  s h a r e .  S i m i l a r  d i s c l o s u r e s  were o u t l i n e d  
f o r  c o n t i n g e n t  l i a b i l i t i e s ,  e x t r a o r d i n a r y  i t e m s ,  d i s c o n t i n u a n c e  
o f  t h e  o p e r a t i o n  o f  a b u s i n e s s  segm en t ,  and t h e  c o s t  o f  o t h e r  
s o c i a l  a c t i v i t i e s  o f  th e  company.
The n e x t  c h a p t e r  w i l l  lo ok  i n t o  t h e  f e a s i b i l i t y  o f  a p p l y i n g  
th e  p roposed  a c c o u n t i n g  and r e p o r t i n g  m e th o d o lo g i e s  d i s c u s s e d  above 
i n  an a c t u a l  c o r p o r a t e  s e t t i n g .
CHAPTER VI
AN APPLICATION OF REVISIONS TO EXTERNAL REPORTING 
MODEL — A FEASIBILITY STUDY
The p r e c e d i n g  c h a p t e r  has  d i s c u s s e d  t h e  a c c o u n t i n g  and 
r e p o r t i n g  a s p e c t s  o f  c o r p o r a t e  s o c i a l  a c t i v i t i e s  r e l a t i v e  t o  t h e  
e x t e r n a l  r e p o r t i n g  r e s p o n s i b i l i t i e s  o f  th e  c o r p o r a t i o n .  Also  
d i s c u s s e d  were c e r t a i n  p r e l i m i n a r y  c o n s i d e r a t i o n s  such  a s  t h e  need 
f o r  r e p o r t i n g  t h e s e  s o c i a l  a c t i v i t i e s  in  th e  t r a d i t i o n a l  r e p o r t i n g  
model o f  th e  a c c o u n t a n t ,  t h e  c u r r e n t  r e p o r t i n g  p r a c t i c e s  f o r  such  
a c t i v i t i e s ,  s o c i a l  a u d i t s  and th e  a p p ro a c h e s  f o r  c o n d u c t i n g  them, 
th e  measurement  p rob lem and t h e  p roposed  methodology f o r  q u a n t i f y i n g  
th e  r e s o u r c e s  commit ted to  t h e s e  s o c i a l  a c t i v i t i e s .
The c u r r e n t  c h a p t e r  w i l l  i n v e s t i g a t e  t h e  f e a s i b i l i t y  of  
a p p l y i n g ,  in  a r e a l  w or ld  s i t u a t i o n ,  th e  p roposed  measurement  
me thodology and t h e  a c c o u n t i n g  and r e p o r t i n g  p r o c e d u r e s  d i s c u s s e d  
i n  C h a p te r  V. In  a d d i t i o n ,  t h i s  c h a p t e r  i n c l u d e s  a c e r t a i n  amount 
o f  d i s c u s s i o n  d e s ig n e d  t o  d i r e c t  th e  a t t e n t i o n  to  t h e  im p o r ta n c e  
and u s e f u l n e s s  of  t h e s e  p r o c e d u r e s  f o r  i n t e r n a l  d e c i s i o n  making.
Background of  t h e  S tudy
T h i s  p o r t i o n  o f  t h e  s t u d y  w a s  o r i g i n a l l y  c o n c e i v e d  a s  a  
c a s e  s t u d y  o f  a  f e w  c o m p a n i e s  w h i c h  w o u l d  b e  w i l l i n g  t o  p a r t i c i p a t e  
i n  a p p l y i n g  t l u *  c o s t i n g  m e t h o d o l o g y  a n d  t h e  a c c o u n t i n g  a n d  r e p o r t i n g  
p r o c e d u r e s  f o r  c o r p o r a t e  s o c i a l  a c t i v i t i e s  d e v e l o p e d  e a r l i e r .  T h e
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main o b j e c t i v e s  i n t e n d e d  t o  be acc o m p l i sh e d  w ere :  (1)  t o  measure  
o r  q u a n t i f y  in  d o l l a r  te rm s  th e  r e s o u r c e s  commit ted by t h e  co rp o ­
r a t i o n  in  p u r s u i n g  s o c i a l  g o a l s  u s i n g  t h e  i n p u t  c o s t  methodology  
proposed  p r e v i o u s l y ;  (2)  t o  i d e n t i f y  and c l a s s i f y  t h e  c o s t  o f  
s o c i a l  g o a l s  f o r  f u t u r e  frame o f  r e f e r e n c e ;  (3)  to  a s c e r t a i n  t h e  
a c c o u n t i n g  t r e a t m e n t  o f  t h e s e  c o s t s ;  (4)  t o  u s e  t h e  amounts 
q u a n t i f i e d ,  a c c o u n te d  f o r ,  and c l a s s i f i e d  above t o  t e s t  th e  
e f f i c a c y  and th e  a p p l i c a b i l i t y  o f  t h e  p roposed  r e v i s i o n s  to  th e  
t r a d i t i o n a l  r e p o r t i n g  model  of  t h e  a c c o u n t a n t .
U n f o r t u n a t e l y ,  t h i s  s t u d y  met s e r i o u s  d i f f i c u l t i e s  in  
s o l i c i t i n g  p a r t i c i p a t i o n  from i n d u s t r y .  The companies  w i t h  which 
t h i s  w r i t e r  d i s c u s s e d  th e  d e t a i l s  of  th e  s tu d y  and which s i g n i f i e d  
t h e i r  i n t e n t i o n  t o  c o n s i d e r  th e  m a t t e r  s e r i o u s l y  d u r i n g  th e  n a t i o n a l  
symposium o f  the  N a t i o n a l  A f f i l i a t i o n  of  Concerned  B u s in e s s  S t u d e n t s  
(NACBS), in  B e r k e l e y ,  C a l i f o r n i a  in  November, 1972, d e c l i n e d  from 
p a r t i c i p a t i n g  in  t h e  c a s e  s t u d y .  One l a r g e  West C oas t  u t i l i t y  company 
d e c l i n e d  b e c a u s e  i t  has  been s u b j e c t e d  t o  v a r i o u s  p r e v i o u s  s t u d i e s  
in  t h e  a r e a .  A l a r g e  bank was r e q u e s t e d  to  p a r t i c i p a t e ,  bu t  
i m p l i c i t l y  r e f u s e d  th e  r e q u e s t .  I t ,  however ,  f u r n i s h e d  t h i s  w r i t e r ,  
w i th  s p e c i f i c  i n s t r u c t i o n s  no t  t o  be q u o t e d ,  c o p i e s  o f  i t s  c o s t  
s t u d i e s  o f  th e  v a r i o u s  s o c i a l  a c t i v i t i e s  of  t h e  bank.  U n f o r t u n a t e l y ,  
t h e s e  d a t a  were not u s a b l e  f o r  t h e  p u rp o s e  of  th e  s t u d y .
The s i t u a t i o n  c o n c e r n i n g  t h i s  type  of  s tu d y  has  p e rh a p s  
been p la c e d  in  a b r i g h t e r  p e r s p e c t i v e  by the  answer  r e c e i v e d  from 
a m u l t i n a t i o n a l  chem ica l  company. At the  o u t s e t ,  t h e  company was 
e n t h u s i a s t i c  about  the  s tu d y  and i n d i c a t e d  t h a t  i t  has  a " r e a s o n a b l y
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good d a t a  b a s e  on ou r  work i n  e n v i ro n m e n ta l  im provem en t . "  When
s p e c i f i c a l l y  asked  t o  p a r t i c i p a t e  i n  t h e  s tu d y  p r i m a r i l y  b e c a u s e  of
th e  e x i s t e n c e  o f  such  d a t a  b a s e ,  t h e  company w r o te :
We have g iv e n  c o n s i d e r a b l e  th o u g h t  as  t o  t h e  e x t e n t  we 
can h e l p  you in  d e f i n i n g  th e  c o s t s  o f  o u r  p o l l u t i o n  
aba tement  work.  I 'm  a f r a i d  t h a t  t h e  c o n c l u s i o n  i s  t h a t  
t h i s  h e l p  must  be l i m i t e d  f o r  r e a s o n s  I w i l l  e x p l a i n .
My judgment i s  t h a t  our  d a t a  b a s e  i s  l i m i t e d .  We, and 
I s u s p e c t  o t h e r s  i n  / t h e /  i n d u s t r y ,  j u s t  do n o t  have 
a c c o u n t i n g  sy s tem s  s e t  up t o  p roduce  th e  d a t a  r e q u i r e d .
We have made a s t a b  a t  i t  a s  you know. But even from 
d i v i s i o n  to  d i v i s i o n  s i t u a t i o n s  and g o a l s  v a r y .  We 
do n o t  keep our  books in  any way t h a t  e n a b l e s  us to  
r e a d i l y  i d e n t i f y  a l l  p o l l u t i o n  aba tem e n t  numbers or  
c o n s e q u e n c e s .
From p a s t  e x p e r i e n c e  we know we have to  r e l y  p r i m a r i l y  
on e n g i n e e r i n g  e s t i m a t e s  and p r o j e c t  a n a l y s i s  to  come 
up w i t h  c o s t  i n f o r m a t i o n .  These  a r e  t im e  consuming and 
c o s t l y  t a s k s  so  we do n o t  do them f o r  o t h e r s .  A l s o ,  
we w i l l  n o t  s u p p ly  i n f o r m a t i o n  we do have in  d e t a i l  
b eca u se  some o f  i t  i s  in  t h e  t r a d e  s e c r e t  c a t e g o r y . ^
C o n c e i v a b ly ,  t h e  e x c e r p t s  from th e  l e t t e r  quo ted  above  cou ld  
be i n t e r p r e t e d  a s  u n w i l l i n g n e s s  t o  p a r t i c i p a t e  due to  t h e  inadequacy  
of  e x i s t i n g  r e c o r d s ,  l e t  a l o n e  t h e  c o s t  i n v o l v e d ,  o r  u n w i l l i n g n e s s  
due to  some o t h e r  r e a s o n s  which c o u ld  be the  s u b j e c t  o f  s p e c u l a t i o n .  
The 1972 Committee on E n v i ro n m e n ta l  E f f e c t s  o f  O r g a n i z a t i o n  B ehav io r  
o f  th e  American A ccoun t ing  A s s o c i a t i o n  s p e c u l a t e s  a lo n g  t h t ' s e  l i n e s  
when i t  d i s c o u r a g e s  a c c o u n t a n t s  from m e asu r in g  and r e p o r t i n g  on the
1
From the  l e t t e r  to  t h i s  w r i t e r .  F u r t h e r  d e t a i l s  w i l l  not  
be p ro v id e d  in o r d e r  to  c o n c e a l  t h e  i d e n t i t y  of  t h e  company.
2 I bi d .
t o t a l  s o c i a l  c o s t s  o f  damage t o  t h e  env i ronm en t  a s  a r e s u l t  of  
o r g a n i z a t i o n a l  b e h a v i o r .  I t  s p e c i f i c a l l y  s t a t e s  t h a t  " i t  i s  
d i f f i c u l t ,  i f  n o t  i m p o s s i b l e ,  t o  o b t a i n  o b j e c t i v e  mone ta ry  
m easu re s  o f  t o t a l  e n v i ro n m e n t a l  damage" and "most  f i r m s  p ro b a b ly  
would n o t  v o l u n t a r i l y  r e v e a l  t h e  t o t a l  c o s t s  to  s o c i e t y  of  e n v i ­
ro n m e n ta l  damage due t o  t h e i r  o p e r a t i o n s ,  even i f  t h e  c o s t s  cou ld
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be measured and a l l o c a t e d  r e a s o n a b l y . "
Faced w i t h  t h i s  p rob lem ,  t h i s  w r i t e r  a p p l i e d  t o  p a r t i c i p a t  
i n  t h e  " S c h o l a r  Program" sp o n so re d  j o i n t l y  by th e  Ford F o u n d a t io n  
and t h e  NACBS in  c o o p e r a t i o n  w i t h  s e v e r a l  p a r t i c i p a t i n g  com pan ies ,  
p r o p o s i n g  t o  measure i n  q u a n t i t a t i v e  te rm s  th e  r e s o u r c e s  committed 
t o  p u r s u i n g  c o r p o r a t e  s o c i a l  a c t i v i t i e s .  Th i s  p roposed  r e s e a r c h  
a r e a  was s e l e c t e d  from among th e  numerous a p p l i c a n t s  a l l  o v e r  th e  
n a t i o n  as  one o f  th e  s i x  p r o j e c t s  of  t h e  NACBS.^ A l a r g e  o i l  
company"* a g re e d  to  be th e  s u b j e c t  o f  t h i s  s t u d y .
O b j e c t i v e s  of  t h e  S tudy
As a r e s u l t  o f  t h e  above s i t u a t i o n ,  t h e  s tu d y  has  been
3
American A ccoun t ing  A s s o c i a t i o n ,  Committee on E n v i ro n ­
m e n ta l  E f f e c t s  of  O r g a n i z a t i o n  B e h a v io r ,  1973, op .  c i t . , p .  80.
4
T h e  r e p o r t s  o f  t h e  " S c h o l a r s "  a r e  n o w  b e i n g  r e v i e w e d .
A l l  o f  t h e m  w i l l  b e  p r e s e n t e d  i n  t h e  s e c o n d  n a t i o n a l  s y m p o s i u m  o f  
t h e  NACBS i n  e a r l y  O c t o b e r  1 9 7 4 .
^ S u b s e q u e n t l y  r e f e r r e d  t o  i n  t h i s  c h a p t e r  a s  " t h e  C o m p a n y .
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c o n f i n e d  t o  a s i n g l e  company. F o r t u n a t e l y ,  t h i s  Company h a s  been  
w i d e l y  a c c l a i m e d  a s  a l e a d e r  i n  s o c i a l  r e s p o n s i v e n e s s .  I t  h a s  a 
wide r a n g e  o f  s o c i a l  a c t i v i t i e s ,  i n c l u d i n g  an i n t e n s i v e  im plem ent­
a t i o n  of  i t s  p o l l u t i o n  aba tem e n t  and e n v i ro n m e n t a l  c o n s e r v a t i o n  
p o l i c y  which cou ld  p r o v i d e  a r e a s o n a b l e  co v e ra g e  o f  p e r v a s i v e  s o c i a l  
a c t i v i t i e s  b e i n g  u n d e r t a k e n  by companies  in  v a r i o u s  i n d u s t r i e s .
However, i n  t h e  c o u r s e  o f  t h e  p r e l i m i n a r y  work to  i d e n t i f y  
t h e  v a r i o u s  s o c i a l  programs t o  be s t u d i e d  and th e  c o r r e s p o n d i n g  
c o r p o r a t e  r e s o u r c e s  com m it ted ,  c e r t a i n  c o n s t r a i n t s  d e v e l o p e d .  I t  
was d e c i d e d  t h a t  t h e  q u a n t i f i c a t i o n  o f  t h e  c o s t s  of  t h e s e  s o c i a l  
a c t i v i t i e s  be u n d e r t a k e n  f o r  t h e  c a l e n d a r  y e a r  1974,  to  be r e p o r t e d  
on March 1,  1975,  and e v e ry  March 1 t h e r e a f t e r .  As a r e s u l t ,  t h e  
c a s e  s tu d y  a p p ro a c h  which was o r i g i n a l l y  co n c e iv e d  f o r  t h i s  p o r t i o n  
o f  t h e  i n q u i r y  has  been reduce d  to  a mere f e a s i b i l i t y  s t u d y  to  p rove  
w h e th e r  o r  n o t  t h e  c o s t s  of  s o c i a l  a c t i v i t i e s  cou ld  be q u a n t i f i e d  in  
te rm s  o f  i n p u t  c o s t s  w i t h o u t  u n n e c e s s a r y  bu rden  t o  t h e  v a r i o u s  d e p a r t ­
ments  c o n c e r n e d ,  M oreover ,  two o t h e r  o r i g i n a l  o b j e c t i v e s  were  deemed 
a t t a i n a b l e ,  t h a t  i s ,  t h e  i d e n t i f i c a t i o n  and th e  c l a s s i f i c a t i o n  of  
c o s t s  o f  s o c i a l  a c t i v i t i e s ,  and th e  r e v ie w  of  the  a c c o u n t i n g  t r e a t ­
ment o f  t h e s e  c o s t s .  N e e d le s s  to  s a y ,  under  th e  c i r c u m s t a n c e s ,  th e  
d e t e r m i n a t i o n  o f  t h e  t o t a l  d o l l a r  v a l u e s  o f  t h e  r e s o u r c e s  commit ted  
to  s o c i a l  a c t i v i t i e s ,  and t h e i r  p r e s e n t a t i o n  in  th e  t r a d i t i o n a l  
r e p o r t i n g  model of th e  a c c o u n t a n t  cannot  be a c c o m p l i s h e d .
Methodology of  th e  S tu d y
The me thodology used in  th e  f e a s i b i l i t y  s tu d y  c o n s i s t s  o f  t h e
f o l l o w i n g :
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(1)  A c o m b in a t io n  o f  t h e  t h r e e  main a p p ro a c h e s  to  
c o n d u c t i n g  a s o c i a l  a u d i t ,  namely ,  i n v e n t o r y  
method,  program management a p p ro a c h  and c o s t -  
b e n e f i t  a p p r o a c h .  T h i s  co m b in a t io n  o f  me tho­
d o l o g i e s  was d e s ig n e d  to  i d e n t i f y  t h e  s o c i a l  
a c t i v i t i e s  t o  be s t u d i e d  and to  e v a l u a t e  t h e i r  
a c c om pl i shm en ts  i n  r e l a t i o n  t o  t h e  g o a l s  s e t  
f o r  each  p rogram,  and to  some e x t e n t ,  i n  te rm s  
of  t h e  b e n e f i t s  d e r i v e d  from i t .
(2) An i n t e r v i e w  w i th  t h e  v a r i o u s  p e r s o n n e l  and 
d e p a r t m e n t s  i n v o l v e d  i n  t h e  s o c i a l  programs 
i d e n t i f i e d  above to  a s c e r t a i n  t h e  f e a s i b i l i t y  
of  q u a n t i f y i n g  and r e p o r t i n g  t h e s e  c o s t s  as  
r e q u i r e d ,  t h e  p o s s i b l e  problem s t h a t  would
be m e t ,  and to  e l i c i t  t h e  p u r p o s e ( s )  o f  a 
p a r t i c u l a r  program,  t h e  r e a s o n ( s )  f o r  do ing  
i t ,  and th e  b e n e f i t s  d e r i v e d  from t h e  program.
(3) A fo l l o w - u p  i n t e r v i e w  of s e l e c t e d  p e r s o n n e l  o r  
d e p a r t m e n t  i n v o l v e d  in  t h e s e  s o c i a l  p rograms to  
a s c e r t a i n  t h a t  t h e  p u rp o s e  o f  t h e  s t u d y  and th e  
c o s t s  t o  be i n c l u d e d  have been f u l l y  u n d e r s t o o d ,  
and t o  t e s t  w h e th e r  o r  no t  th e  c o s t i n g  metho­
do logy  would be f e a s i b l e  in  a c t u a l  c o s t i n g  
e x e r c i s e .  A c c o r d i n g l y ,  t h i s  a s p e c t  o f  th e  s tu d y  
cou ld  uncover  a n d / o r  a n t i c i p a t e  p rob lem s  in  t h i s  
r e s p e c t .
As t h e  company c o u n t e r p a r t  f o r  th e  s t u d y ,  t h e  C o n t r o l l e r ' s  
Department  a s s i g n e d  a s t a f f  from the  Sys tems and Methods whose r e s p o n ­
s i b i l i t y  was to  w r i t e  t h e  i n i t i a l  r e p o r t  and th e  r e p o r t i n g  fo rm at  f o r  
t h e s e  c o s t s .  A nother  s t a f f  member from th e  I n f o r m a t i o n  Systems and 
Management S c i e n c e s  was a s s i g n e d  to  t a k e  th e  r e s p o n s i b i l i t y  of  w r i t i n g  
t h e  formal  i n s t r u c t i o n s  c o n c e r n in g  th e  p r e p a r a t i o n  and com pl iance  w i th  
t h i s  r e p o r t i n g  r e q u i r e m e n t .
T h e  F e a s i b i  l i  t y  S t j u i y
As a s t a r t i n g  p o i n t  of  th e  s t u d y ,  a framework f o r  a n a l y z i n g  
th e  company 's  s o c i a l  programs has been d e v e l o p e d .  On a b r o a d e r  s e n s e ,  
t h e  framework a t t e m p t s  to  focus  t h e  s t u d y ' s  a t t e n t i o n  to  i d e n t i f y i n g ,
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a t  th e  o u t s e t ,  a l l  t h e  s o c i a l  programs b e i n g  u n d e r t a k e n  on a company-
wide b a s i s .  As a r e s u l t ,  t h e  f o l l o w i n g  m a jo r  s o c i a l  programs
u n d e r t a k e n  i n  c o n j u n c t i o n  w i t h  U.S.  o p e r a t i o n s  were i d e n t i f i e d  and
d e f i n e d  as  t h e  s u b j e c t  o f  t h i s  s tu d y :
A i r  p o l l u t i o n  c o n t r o l
Water  p o l l u t i o n  c o n t r o l
Land and w a t e r  c o n s e r v a t i o n  programs
M i n o r i t y  and women's h i r i n g  and p rom ot ion
M i n o r i t y  e n t e r p r i s e  program
M i n o r i t y  p u r c h a s i n g
Company c o n t r i b u t i o n s
E n v i ro n m e n ta l  c o n s e r v a t i o n  and s o c i a l  p o l i c y  
Community a f f a i r s
In  a n a r ro w e r  s e n s e ,  th e  framework a t t e m p t s  t o  s e t  up a c o s t  
p r o f i l e  f o r  each  s o c i a l  program i d e n t i f i e d  above .  I t  s t a r t s  by d e f i ­
n ing  th e  g o a l s  and o b j e c t i v e s  of  t h e  s o c i a l  p r o j e c t ,  fo l low ed  by th e  
i d e n t i f i c a t i o n  o f  th e  type  o f  company r e s o u r c e ( s )  com m it ted ,  a t t a c h i n g  
o f  m one ta ry  v a l u e s  t o  such r e s o u r c e s  com m it ted ,  and th e  e v a l u a t i o n  
o f  t h e  e f f i c i e n c y  o f  th e  p rogram in  r e l a t i o n  t o  i t s  e s t a b l i s h e d  
g o a l s  as  w e l l  as  a com par i son  o f  t h e  bud g e ted  r e s o u r c e s  f o r  the  
program and t h e  a c t u a l  use  o f  such  r e s o u r c e s .  S in c e  th e  s tu d y  
assumes t h a t  t h e  p r o j e c t  i s  t h e  Company's f i r s t  a t t e m p t  t o  look a t  i t s  
s o c i a l  programs on a c o o r d i n a t e d  and com prehens ive  b a s i s ,  t h e  f rame­
work p r o v i d e s  f o r  a c r i t i c a l  r ev ie w  o f  t h e  acc om pl i shm en ts  o f  each  
p rogram ,  and th e  program i t s e l f ,  i n  te rm s  o f  i t s  c o n t r i b u t i o n  to  the  
accompli shm ent o f  the  o v e r a l l  c o r p o r a t e  s o c i a l  g o a l s .  Th i s  c r i t i c a l  
rev iew  may r e s u l t  in  e i t h e r  (1) th e  d i s c o n t i n u a n c e  o f  t h e  program;
(2) the  m o d i f i c a t i o n  of  some o f  th e  o b j e c t i v e s  of  t h e  program; o r  (3) 
th e  e x p a n s io n  of  such  program a long  w i th  the  i n c r e a s e  o f  th e  r e s o u r c e s  
n e c e s s a r y  t o  acc o m p l i sh  the  expanded g o a l s  and o b j e c t i v e s .
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T h i s  framework d e s c r i b e d  above i s  p r e s e n t e d  i n  F i g u r e  7, 
and th e  s t e p - b y - s t e p  app ro ac h  to  s e t t i n g  up a c o s t  p r o f i l e  f o r  
w a t e r  p o l l u t i o n  c o n t r o l  program and m i n o r i t y  e n t e r p r i s e  program i s  
p r e s e n t e d  i n  A ppend ices  D and E, r e s p e c t i v e l y .
The d e f i n i t i o n  o f  c o s t s  —  i n p u t  c o s t s  — has  t o  be 
r e d e f i n e d  t o  f i t  company c o n d i t i o n s ,  and t o  d i r e c t  t h e  e f f o r t s  of  
t h e  s t u d y  t o  r e a s o n a b l y  l a r g e  c o s t  i t e m s  o r  com ponents .  In  g o in g  
th ro u g h  th e  i n p u t  c o s t  components o f  s o c i a l  p ro g ram s ,  o t h e r  t h a n  a i r  
and w a te r  p o l l u t i o n  c o n t r o l  p ro g ram s ,  i t  was d e c i d e d  t h a t  t h e  
ap p o r t i o n m e n t  o f  p e r s o n n e l  t im e ,  t h a t  i s ,  be tween  company m a t t e r s  
and s o c i a l  program a c t i v i t i e s ,  s h a l l  n o t  be done ,  a t  l e a s t  a t  th e  
s t a r t ,  b e c a u s e  of  t h e  d i f f i c u l t y  o f  e s t i m a t i n g  such  t i m e ,  and q u i t e  
o f t e n  t h e  p e r s o n n e l  t im e  s p e n t  in  some programs a r e  n e g l i g i b l e .
T h i s  means t h a t  t h e  d o l l a r  v a l u e  o f  an e m p lo y e e ' s  t im e  s h a l l  be i n ­
c luded  o n ly  when he d e v o t e s  100 p e r c e n t  o f  h i s  t ime to  t h e  program.  
However,  th e  s tu d y  a l lo w s  c e r t a i n  f l e x i b i l i t y  in  t h i s  c a s e .  For 
I n s t a n c e ,  in  one program where more th a n  one p e r s o n n e l  member was 
i n v o l v e d ,  the  d e p a r t m e n t  in  c h a r g e  o f  th e  s o c i a l  program p roposed  
to make an e s t i m a t e  o f  t h e  t o t a l  t im e  s p e n t  by a l l  t h e  p e r s o n n e l  
i n v o l v e d .  C o n s e q u e n t ly ,  a f l a t  r a t e  p e r c e n t a g e  o v e rh e a d  r e p r e s e n t ­
ing  employee b e n e f i t s ,  a s  d e t e r m in e d  by th e  Company, s h a l l  be added 
to  s a l a r i e s  in c lu d e d  in t h e  above c o s t s .  I t  was l i k e w i s e  d e c id e d  
t h a t  f o r  t h i s  i n i t i a l  p r o j e c t ,  no d e p a r t m e n t a l  ove rh ea d  ( o t h e r  than  
s a l a r i e s  and b e n e f i t s )  s h a l l  be a l l o c a t e d  to  the  s o c i a l  program.  
However,  i t  was s u b s e q u e n t l y  a s c e r t a i n e d  t h a t  the  d ep a r tm e n t  o v e r ­
head may e i t h e r  be 100 p e rc e n t  a s s i g n a b l e  to  the  s o c i a l  program
Inventory  
o f  S o c i a l l y  
R e levan t  
Programs
D ef in ing  
Program 
Goals and 
O b je c t iv e s
I d e n t i f y i n g  
and D ef in in g  
Resources 
Conwltted
E v a lu a t io n  
o f  Program 




A t t a c h in g  
Monetary 
Value t o  Re­
so u rc e s  Com­
m i t t e d
To Corporate  
S o c i a l  Progi 
D e c i s io n  Mod
A".  ̂ I v z i n e  S o c  i a i l y - K e l e v  a '
243
o r  i f  s u b j e c t  to  a l l o c a t i o n ,  t h e  r e s u l t i n g  amount i s  i m m a t e r i a l  o r  
n e g l i g i b l e .
I n  t h e  c a s e  o f  p o l l u t i o n  ab a tem e n t  and e n v i ro n m e n ta l  
c o n s e r v a t i o n  f a c i l i t i e s ,  t h e  c a p i t a l  o u t l a y s  w or ldw ide  a r e  b e i n g  a c c u ­
m u la ted  i n  the  C o n t r o l l e r ' s  D ep a r tm en t ,  and s u b s e q u e n t l y  r e p o r t e d  
t o  t h e  Manager o f  E n v i ro n m en ta l  C o n s e r v a t i o n .  For f a c i l i t i e s  o r  
equipment w i t h  b u i l t - i n  p o l l u t i o n  c o n t r o l  f e a t u r e ,  t h e  p r o c e d u r e  
i s  t o  a p p l y  t h e  g u i d e l i n e s  d e v e lo p e d  by t h e  American P e t ro l e u m  
I n s t i t u t e  f o r  d e t e r m i n i n g  th e  p o r t i o n  o f  t h e  c o s t  o f  t h e  equipment 
o r  f a c i l i t i e s  which a p p l i e s  t o  p o l l u t i o n  c o n t r o l  and e n v i ro n m e n ta l  
c o n s e r v a t i o n .  I n  a d d i t i o n ,  t h e  g u i d e l i n e s  p r o v i d e  a fo rm ula  f o r  
e s t i m a t i n g  th e  a d m i n i s t r a t i o n  and o p e r a t i o n s  and m a in te n a n c e  e x p en s es  
f o r  t h e s e  f a c i l i t i e s . ^  E x p e r i e n c e  i n d i c a t e s  t h a t  th e  r e s u l t i n g  
e x p en s es  amount t o  ab o u t  s even  p e r c e n t  o f  t h e  t o t a l  i n v e s tm e n t  
i n  e n v i ro n m e n ta l  c o n t r o l  f a c i l i t i e s .
The c o m p u ta t i o n  o f  t h e  d e p r e c i a t i o n  on t h e  above equipment 
may pose  a p rob lem d u r i n g  i t s  i n i t i a l  d e t e r m i n a t i o n  s i n c e  th e  company 's  
r e c o r d s  do n o t  a l l o w  f o r  t h e  s e p a r a t e  c o m p u ta t i o n  o f  such  d e p r e c i a t i o n .  
However,  r e a s o n a b l e  f i g u r e s  c o u ld  be d e r i v e d  by e s t i m a t i n g  them th rough  
th e  g u i d e l i n e s  p r o v i d e d  by th e  Amer ican P e t r o l e u m  I n s t i t u t e .
The i n t e r v i e w  phase  o f  th e  s t u d y  r e q u i r e s  t h r e e  days of  
i n t e r v i e w s  w i th  t h e  v a r i o u s  p e r s o n n e l  and d e p a r t m e n t s  in v o lv e d  in  th e  
Company's  s o c i a l  p rogram s .  The i n t e r v i e w  c e n t e r e d  h e a v i l y  on the
^American Petroleum I n s t i t u t e ,  op. c i t . ,  p. 3.
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f e a s i b i l i t y  of  g e n e r a t i n g  t h e  c o s t  f i g u r e s  w i t h o u t  ad d in g  an un n e c e s ­
s a r y  bu rden  on such  p e r s o n n e l  and d e p a r t m e n t s  c o n c e r n e d .  Q u e s t io n s
were a s k ed  c o n c e r n i n g  the  e x t e n t  o f  u n d e r t a k i n g  t h e  program and 
t h e  p e r c e i v e d  b e n e f i t s  d e r i v e d  from them.
As a r e s u l t  o f  t h i s  s t u d y ,  a s im p le  management i n f o r m a t i o n
sy s tem  has  been d e v e l o p e d .  A l though  t h e  sy s tem  i s  n o t  i n t e g r a t e d  i n t o  
t h e  a c c o u n t i n g  s y s t e m ,  i t  i s  b e l i e v e d  t o  be c a p a b l e  o f  g e n e r a t i n g  
t h e  c o s t  d a t a  c o n c e r n i n g  t h e s e  s o c i a l  p rog ram s .  Under t h e  sy s tem ,  
eac h  d e p a r t m e n t  o r  p e r s o n n e l  in v o l v e d  i n  u n d e r t a k i n g  t h e  program has  
t h e  p r im a ry  r e s p o n s i b i l i t y  o f  i d e n t i f y i n g  and r e p o r t i n g  t h e s e  c o s t s  
to  a d e s i g n a t e d  c o o r d i n a t o r .  I n i t i a l l y ,  t h e  c o o r d i n a t o r  i s  t h e  
D i r e c t o r  o f  C o r p o r a t e  R e s p o n s i b i l i t y  o f  t h e  Company.
A d r a f t  o f  t h e  s tu d y  r e p o r t  was w r i t t e n  by t h e  Systems and 
Methods s t a f f ,  and was c i r c u l a r i z e d  f o r  comments t o  t h e  i n t e r v i e w e d  
program a d m i n i s t r a t o r s .  C o n s e q u e n t ly ,  th e  comments were  i n c o r p o r a t e d  
i n  t h e  r e p o r t ,  and was made p a r t  o f  th e  Company's  P r o c e d u r e s  Manual .  
Being d r a f t e d  by th e  I n f o r m a t i o n  Sys tems and Management S c i e n c e s  
s t a f f  i s  th e  a p p l i c a b l e  i n s t r u c t i o n s  f o r  t h e  an n u a l  p r e p a r a t i o n  
and r e p o r t i n g  o f  t h e s e  c o s t s .  The i n i t i a l  r e p o r t  w i l l  c o v e r  th e  
c a l e n d a r  y e a r  1974,  to  be s u b m i t t e d  on or b e f o r e  March 1,  1975.
A f o l l o w - u p  i n t e r v i e w  o f  a  n u m b e r  o f  s o c i a l  p r o g r a m  a d m i ­
n i s t r a t o r s  w a s  m a d e  t o  a s c e r t a i n  t h a t  t h e  o b j e c t i v e s  o f  t h e  s t u d y  
w e r e  f u l l y  u n d e r s t o o d  b y  t h e m  a n d  t o  t h r e s h  o u t  p o s s i b l e  p r o b l e m s  
t h a t  m a y  b e  e n c o u n t e r e d  i n  g e n e r a t i n g  t h e s e  c o s t s .  M o r e o e v e r ,  t h e  
c o s t s  o f  u n d e r t a k i n g  t w o  p r o g r a m s  —  p o l l u t i o n  a b a t e m e n t  a n d  e n v i r o n ­
m e n t a l  c o n s e r v a t i o n  a n d  m i n o r i t y  e n t e r p r i s e  p r o g r a m  —  w e r e  c a l c u l a t e d .
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As a r e s u l t ,  an e l a b o r a t e  c o s t s  and e x p e n s e s  r e p o r t  (See Appendix F) 
p a t t e r n e d  on t h e  t r a d i t i o n a l  income s t a t e m e n t  f o r  t h e  l a t t e r  program 
was f o r m u l a t e d .  A lso  i n v e s t i g a t e d  was t h e  f e a s i b i l i t y  o f  s u b j e c t i n g  
t h i s  program to  a s t r i c t  c o s t - b e n e f i t  a n a l y s i s  p roposed  under  t h e  s o c i a l  
a u d i t .  (T h i s  p o i n t  w i l l  be e l a b o r a t e d  l a t e r  i n  t h i s  c h a p t e r . )
P r e s e n t i n g  a burdensome prob lem i n  t h e s e  t e s t  c a l c u l a t i o n s  
was th e  co m p u ta t i o n  o f  the  a p p l i c a b l e  d e p r e c i a t i o n  on t h e  p o l l u ­
t i o n  ab a tem e n t  and e n v i ro n m e n ta l  c o n s e r v a t i o n  f a c i l i t i e s .  The r e a s o n  
i s  t h a t  t h e s e  f a c i l i t i e s  a r e  s c a t t e r e d  and b u r i e d  i n  t h e  v a r i o u s  
f u n c t i o n a l  c l a s s i f i c a t i o n s  o f  th e  v a s t  company f a c i l i t i e s .  There ­
f o r e ,  s p e c i f i c  i d e n t i f i c a t i o n  o f  t h e s e  p o l l u t i o n  aba tem en t  and 
e n v i ro n m e n ta l  c o n s e r v a t i o n  f a c i l i t i e s  may be v e ry  c o s t l y  o r  p e r h a p s ,  
p h y s i c a l l y  i m p o s s i b l e .  The p rob lem ,  as  w e l l  a s  a s u g g e s t e d  app ro ac h  
to  i t s  s o l u t i o n ,  was b ro u g h t  to  th e  a t t e n t i o n  o f  th e  D i r e c t o r  of  
C o r p o r a t e  R e s p o n s i b i l i t y .  L i k e w i s e ,  the  u n t e s t e d  o v e r a l l  e f f i c i e n c y  
o f  th e  s o c i a l  c o s t  g e n e r a t i n g  s y s tem  was u n d e r s c o r e d  b e c a u se  th e  
s y s tem  w i l l  be implemented o n ly  s t a r t i n g  t h e  1974 o p e r a t i o n  o f  the  
company.
F i n d i n g s  o f  th e  F e a s i b i l i t y  Study
T h e  f e a s i b i l i t y  s t u d y  h a s  u n c o v e r e d  s e v e r a l  i n t e r e s t i n g  p o i n t s  
w h i c h  w o u l d  b e  u s e f u l  i n  t h e  f u t u r e  d i s c u s s i o n  o n  t h e  a c c o u n t i n g  a n d  
r e p o r t i n g  a s p e c t s  a n d  o t h e r  r e l a t e d  m a t t e r s  c o n c e r n i n g  c o r p o r a t e  
s o c i a l  a c t i v i t i e s .  H o w e v e r ,  t h e s e  f i n d i n g s  h a v e  t o  b e  t e m p e r e d  b y  
t h e  f a c t  t h a t  t h e  s t u d y  i s  l i m i t e d  t o  a  s i n g l e  c o m p a n y ,  w h i c h  m a y  
n o t  e v e n  b e  r e p r e s e n t a t i v e  o f  a l l  f i r m s  i n  t h e  i n d u s t r y .
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These p o i n t s  w i l l  be d i s c u s s e d  i n  th e  r e m a in in g  pages  o f  t h i s  c h a p t e r .
I d e n t i f i c a t i o n a n d  c l a s s i f i c a t i o n  o f  c o s t s  o f  s o c i a l  
programs -  On a more t h e o r e t i c a l  and s p e c u l a t i v e  b a s i s ,  t h e  c l a s s i ­
f i c a t i o n  o f  c o s t s  o f  s o c i a l  p rograms have been i d e n t i f i e d  and d i s c u s s e d  
in  the  p r e c e d i n g  c h a p t e r .  These  c o s t  c l a s s i f i c a t i o n s  a p p e a r  to  
c o r r e s p o n d  w i t h  t h e  c o s t s  i d e n t i f i e d  f o r  w a t e r  p o l l u t i o n  and m i n o r i t y  
b u s i n e s s  c o s t s  i d e n t i f i e d  f o r  a l l  t h e  s o c i a l  programs s t u d i e d .  For 
i l l u s t r a t i v e  p u r p o s e s ,  th e  c o s t s  i d e n t i f i e d  and d e f i n e d  f o r  w a t e r  
p o l l u t i o n  and m i n o r i t y  b u s i n e s s  e n t e r p r i s e  a r e  shown in  A ppendices  
D and E , r e s p e c t i v e l y .  However, r e f u r b i s h i n g  c o s t s  as  a c l a s s i f i ­
c a t i o n  i n  i t s e l f  may n o t  be common i n  t h e  Company's o p e r a t i o n  o r  
p e r h a p s ,  i n  the  o p e r a t i o n  o f  th e  e n t i r e  o i l  i n d u s t r y  b e c a u se  t h e  
r e s t o r a t i o n  o f  a w e l l s i t e  a f t e r  t h e  equipment i t e m s  a r e  removed i s  
an i n t e g r a l  p a r t  o f  t h e  company' s  o p e r a t i o n .  In  a d d i t i o n ,  i t  a p p e a r s  
t h a t  to  go i n t o  t h i s  ty p e  o f  c l a s s i f i c a t i o n  may r e s u l t  i n  a humanly 
i m p o s s i b l e  p rob lem  o f  c o s t  a l l o c a t i o n .  For i n s t a n c e ,  a b u l l d o z e r  
i s  used f o r  many p u r p o s e s  in t h e  d a i l y  o p e r a t i o n  o f  t h e  Company 
i n c l u d i n g  ( p e r h a p s  once a y e a r ) ,  i t s  use  t o  l e v e l  t h e  g round in  an 
abandoned w e l l s i t e .  O b v io u s ly ,  a sy s tem  of  c o s t  a l l o c a t i o n  can be 
worked o u t  in  a t h e o r e t i c a l  s e n s e ,  bu t  on a p r a c t i c a l  and o p e r a t i o n a l  
p e r s p e c t i v e  the  whole a l l o c a t i o n  scheme may not  be f e a s i b l e .  As a 
c onsequence  of  i n t e g r a t i n g  th e  e n v i ro n m e n ta l  c o n s e r v a t i o n  program 
i n t o  Lhe o p e r a t i o n  l e v e l  o f  the  company,  t h e  s i g n i f i c a n c e  o f  the  e n v i ­
ronm en ta l  r e s t o r a t i o n  c l a u s e  in  c e r t a i n  l e a s e  c o n t r a c t s  upon t h e i r  
t e r m i n a t i o n  i s  not to  the company but  to  th e  o t h e r  c o n t r a c t i n g  
p a r t y .
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The r e f u r b i s h i n g  c h a r a c t e r i s t i c s  o f  c l e a n i n g  up an o i l  
s p i l l  i s  a n o t h e r  i n t e r e s t i n g  p o i n t  a l o n g  t h e s e  l i n e s .  The Company 
m a i n t a i n s  o i l  s p i l l  c l e a n i n g  equ ipm ent  o f  s e v e r a l  m i l l i o n  d o l l a r s ,  
y e t  in  t h e  h i s t o r y  o f  t h e  Company's  o f f s h o r e  o p e r a t i o n ,  no major  
i n c i d e n t  has  been e x p e r i e n c e d . ^  The p r a c t i c e  o f  t h e  Company (and 
in  t h e  i n d u s t r y )  i s  to  a c c o u n t  f o r  t h e s e  a c t i v i t i e s  a s  p a r t  o f  i t s  
d a i l y  c h o r e ,  t h a t  i s ,  o b s e r v i n g  d i l i g e n t l y  t h e  v a r i o u s  s a f e t y  
s t a n d a r d s  i n  i t s  p r o d u c t i o n  a c t i v i t i e s  n e c e s s a r y  t o  p r e v e n t  an o i l  
s p i l l .  T h e r e f o r e ,  in  t h e  a b s e n c e  o f  an o i l  s p i l l ,  t h e  o i l  s p i l l  
c l e a n i n g  equ ipm en ts  a r e  l e f t  i d l e ,  b u t  t h e i r  m a in t e n a n c e  c o s t s  a r e  
c h a rg e d  to  c u r r e n t  o p e r a t i o n .  O b v io u s ly ,  t h e  m a t t e r  i s  a n a lo g o u s  
to  t h e  c a s e  o f  f i r e  e x t i n g u i s h e r s  s t o r e d  i n  c e r t a i n  s t r a t e g i c  p l a c e s  
i n  t h e  company p r e m i s e s .
Cost  measurements  -  As n o te d  in  t h e  f e a s i b i l i t y  s t u d y ,  th e  
p rob lem o f  g e n e r a t i n g  and g a t h e r i n g  th e  c o s t s  of  s o c i a l  a c t i v i t i e s  
i s  a f u n c t i o n  o f  t h e  adequacy  o f  company r e c o r d s ,  and a r e a s o n a b l e  
s y s tem  o f  c o s t  a l l o c a t i o n . ^  However,  t h e s e  p rob lem s  s h o u ld  not  be 
a h i n d r a n c e  in d e c i d i n g  w he the r  o r  n o t  t o  u n d e r t a k e  a s i m i l a r  c o s t i n g  
p r o j e c t .  The Company u n d e r  s tu d y  s t a r t e d  some y e a r s  ago to  m a i n t a i n  
a d e q u a t e  r e c o r d s  f o r  i t s  p o l l u t i o n  a b a tem e n t  and e n v i ro n m e n ta l
7
C ounc i l  of  Economic P r i o r i t i e s ,  Guide t o  C o r p o r a t i o n s :
A S o c i a l  P e r s p e c t i v e , 1972,  p .  245.
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The commitment o f  management t o  do i t  must no t  be o v e r l o o k e d .
In  f a c t ,  t h i s  f e a s i b i l i t y  s tu d y  was c o n d u c te d  under  a b l a n k e t  e n d o r s e ­
ment by th e  company p r e s i d e n t  t o  p u r s u e  t h e s e  s o c i a l  p r o j e c t s .  Th i s  
made th e  c o m p le t i o n  o f  th e  p r o j e c t  e a s i e r  b e c a u s e  i t  had th e  com ple te  
c o o p e r a t i o n  o f  t h e  program a d m i n i s t r a t o r s .
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c o n s e r v a t i o n  equ ipm en ts  b u t  n o t  on th e  s o c i a l  p rograms b e i n g  
u n d e r t a k e n  t o  d a t e .  The fo rm er  i s  made p o s s i b l e  by th e  c o n t i n u i n g  
s u r v e y s  made by t h e  American P e t ro l e u m  I n s t i t u t e  c o n c e r n i n g  th e  
i n d i v i d u a l  company 's  c a p i t a l  o u t l a y s  i n  p o l l u t i o n  aba tem e n t  and e n v i ­
ronm en ta l  c o n s e r v a t i o n  f a c i l i t i e s .
As a s t a r t i n g  p o i n t ,  t h e  program a d m i n i s t r a t o r s  took  
p a i n s  i n  making r e a s o n a b l e  e s t i m a t e s  of  t h e  t ime s p e n t  in  p u r s u i n g  
t h e s e  programs a s  w e l l  a s  th e  d i r e c t  c o s t s  in v o lv e d  In them. In 
e f f e c t ,  t h e  Company u t i l i z e s  i t s  l e a r n i n g  c u rv e  in  an e v o l u t i o n a r y  
p r o c e s s  to  a r r i v e  a t  r e a s o n a b l y  a c c u r a t e  c o s t  f i g u r e s  f o r  t h e s e  
s o c i a l  p ro g ram s .  In  a memorandum to  th e  company p r e s i d e n t ,  the  
D i r e c t o r  o f  C o r p o r a t e  R e s p o n s i b i l i t y  pu t  t h i s  p r o c e s s  w i t h i n  two 
y e a r s ,  a f t e r  which th e  a c c u r a c y  o f  the  c o s t i n g  s y s tem  and i t s  v a l u e  
cou ld  be a s s e s s e d .
T h i s  w r i t e r  p ro p o sed  to  management t h a t  t h e  program 
a d m i n i s t r a t o r s  s h o u ld  s t a r t  a c c o u n t i n g  f o r  t h e i r  t im e  s p e n t  in  
u n d e r t a k i n g  t h e s e  programs on a month ly  b a s i s  ( p r e f e r a b l y ,  a s  a 
p e r c e n t a g e  to  t o t a l  work ing  t im e)  to  i n s u r e  t h e  a c c u r a c y  of  th e  
d e p a r t m e n t a l  c o s t s  and o v e rh e a d  a l l o c a t i o n  a t  t h e  end o f  t h e  y e a r .  
L i k e w i s e ,  i t  was s u g g e s t e d  t h a t  a f t e r  s u f f i c i e n t  e x p e r i e n c e  and 
knowledge  a r e  a c q u i r e d  from t h e  c o s t i n g  p r o c e s s ,  th e  sy s tem  s h a l l  
be i n t e g r a t e d  i n t o  t h e  a c c o u n t i n g  sys tem  so t h a t  t h e  whole s o c i a l  
program c o s t i n g  p r o c e s s  be made p a r t  o f  t h e  s o p h i s t i c a t e d  manage­
ment i n f o r m a t i o n  sys tem  o f  t h e  Company r a t h e r  th a n  j u s t  a t  o f f -  
sy s tem  a d d i t i o n a l  burden  to  l i n e  e x e c u t i v e s .
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A c c o u n t in g  f o r  and d i s c l o s u r e  o f  s o c i a l  p rograms -  The 
a c c o u n t i n g  f o r  t h e  c o s t s  o f  t h e  Company's s o c i a l  p rograms a r e  
c o n s i s t e n t  w i t h  t h e  a c c o u n t i n g  t r e a t m e n t  p ro p o sed  in  t h e  p r e c e d i n g  
c h a p t e r .  P e r h a p s ,  t h i s  i s  p e r v a s i v e  i n  most  com panies  b e c a u s e ,  
a s  i n  t h e  company under  s t u d y ,  t h e  c o s t  o f  u n d e r t a k i n g  t h e s e  p rograms 
a r e  b u r i e d  i n  t h e  o v e r a l l  c o s t s  and ex p en s e  o f  d o in g  b u s i n e s s .  
O b v io u s ly ,  t h e  s i t u a t i o n  i s  t h e  r e s u l t  o f  t h e  n o v e l t y  o f  t h e  im­
p o r t a n c e  a t t a c h e d  t o  t h e s e  s o c i a l  a c t i v i t i e s  o f  c o r p o r a t i o n s  and 
th e  l i p s e r v i c e  g iv e n  by t h e  a c c o u n t i n g  p r o f e s s i o n  to  q u a n t i f y  t h e s e  
c o s t s .
S in c e  th e  c o n s e r v a t i o n  and r e s t o r a t i o n  p rograms o f  th e  
Company a r e  an i n t e g r a l  p a r t  o f  i t s  d a i l y  o p e r a t i o n ,  t h e  c o s t s  o f  
u n d e r t a k i n g  them i s  p a r t  o f  t h e  Company's p r o d u c t i o n  c o s t s .  S im i­
l a r l y ,  t h e  r e s t o r a t i o n  c o s t s  i n c u r r e d  by t h e  Company a f t e r  i t s  ope­
r a t i o n  in  a p a r t i c u l a r  a r e a  i s  t e r m i n a t e d  a r e  a c c o u n te d  f o r  on th e  
same b a s i s .  F i n a l l y ,  t h e  c o s t s  of  c l e a n i n g  up an o i l  s p i l l  i s  
l i k e w i s e  c h a rg e d  to  p r o d u c t i o n  c o s t .  The l a t t e r ,  o f  c o u r s e ,  may not  be 
an a p p r o p r i a t e  a c c o u n t i n g  t r e a t m e n t  i n  a c c o r d a n c e  w i th  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  i f  such  c o s t  i s  m a t e r i a l  a r i s i n g  
from a m a jo r  o i l  s p i l l .
R ega rd ing  th e  d i s c l o s u r e s  on i t s  s o c i a l  a c t i v i t i e s ,  t h e  
company i s  r a t e d  h i g h l y  by the  Counc i l  o f  Economic P r i o r i t i e s .
However, t h i s  i n f o r m a t i o n  does  no t  come th ro u g h  th e  f i n a n c i a l  
s t a t e m e n t s  in  t h e  manner s u g g e s t e d  in  t h i s  s t u d y .  T h e r e f o r e ,  i t  
was s u g g e s t e d  to  management t h a t  t h e  D i r e c t o r  o f  C o r p o r a t e  Respon­
s i b i l i t y  sh o u ld  work w i th  th e  C o n t r o l l e r ' s Department  to  i n c l u d e  a
250
f o o t n o t e  i n  t h e  company 's  f i n a n c i a l  s t a t e m e n t s  r e g a r d i n g  i t s  s o c i a l  
a c t i v i t i e s .  In l i n e  f o r  t h i s  f o o t n o t e  i s  t h e  company 's  p o l l u t i o n  
aba tem en t  and e n v i ro n m e n ta l  c o n s e r v a t i o n  a c t i v i t i e s  whose r e c o r d s  
a r e  a d e q u a te  t o  g e n e r a t e  t h e  needed i n f o r m a t i o n .
C o s t - b e n e f i t  a n a l y s i s  -  In  an e f f o r t  t o  g a i n  an i n s i g h t  
i n t o  a c o s t - b e n e f i t  a n a l y s i s  o f  t h e s e  s o c i a l  p rogram s  i n  a  manner 
p ro p o sed  by s o c i a l  a u d i t  a d v o c a t e s ,  t h e  s t u d y  a t t e m p t e d  t o  a n a l y z e  
t h e  c o s t  and th e  c o r r e s p o n d i n g  b e n e f i t  d e r i v e d  from the  Company's 
m i n o r i t y  e n t e r p r i s e  program.  Th i s  program was s p e c i f i c a l l y  s e l e c t e d  
b eca u se  th e  p rogram a d m i n i s t r a t o r  e x p r e s s e d  co n ce rn  t h a t  a s  soon a s  
t h e  c o s t  o f  u n d e r t a k i n g  i t  would be a v a i l a b l e ,  management might  be 
overwhelmed by th e  c o s t  and e v e n t u a l l y  d e c i d e  a g a i n s t  c o n t i n u i n g  
t h e  program. He s o l i c i t e d  s u g g e s t i o n s  in  m e a su r in g  i t s  b e n e f i t s  
t o  be r e p o r t e d  t o g e t h e r  w i th  i t s  c o s t .
C o n s i d e r a b l e  t ime was s p e n t  in  a n a l y z i n g  the  p rob lem ,  
and th e  i n i t i a l  r e s u l t  was t h a t  t h e r e  was no c o r r e s p o n d e n c e  between 
th e  i n p u t  ( c o s t )  and th e  o u t p u t  ( b e n e f i t s )  o f  t h e  program.  To s t a t e  
th e  f i n d i n g s  i n  a more p i c t u r e s q u e  manner:  The s i t u a t i o n  i s  an a lo g o u s
to  t h e  p a r e n t s  who s u p p o r t e d  t h e i r  c h i l d  t o  go to  c o l l e g e  and o b t a i n  
a d e g r e e .  The c h i l d  g e t s  t h e  mone ta ry  r ew ards  and e v e r y t h i n g  t h a t  
goes  w i th  i t  i n  b o th  t a n g i b l e  and i n t a n g i b l e  te r ra s .  S o c i e t y  i s  
b e n e f i t e d  in  t h e  p r o c e s s ,  w h i l e  t h e  p a r e n t s  r e a p  th e  s a t i s f a c t i o n  o f  
be in g  i n s t r u m e n t a l  to  t h e i r  c h i l d ' s  s u c c e s s ,  and p e r h a p s ,  in  r e d u c i n g  
d e l in q u e n c y  and c r im e in th e  s t r e e t s .  Of c o u r s e ,  the  p a r e n t s  and 
the  whole c l a n  may be h a i l e d  a s  a good o r  a s  a s o c i a l l y  r e s p o n s i b l e  
fam i ly  ( e s s e n t i a l l y  r e p u t a t i o n  or  g o o d w i l l ) .
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T r a n s l a t i n g  t h i s  type  o f  c o s t - b e n e f i t  i n  t h e  l a nguage  
known to  a bus inessm an  (and i n  e c o n o m ic s ) ,  i . e .  p r o f i t s  to  the  
company,  a p p e a r s  to  be a r e a l  di lemma. For i n s t a n c e ,  i f  h e l p i n g  a 
m i n o r i t y  b u s i n e s s  s u r v i v e  c o m p e t i t i o n  in  t h e  m arke t  c r e a t e s  good­
w i l l  f o r  t h e  company,  how would t h i s  be e x p r e s s e d ,  o r  m easured  i n  
p r o f i t  te rm s?  I s  t h e  p rom ise  o f  a p e a c e f u l  community enough to  
m o t i v a t e  t h e  c o n t i n u a n c e  o f  t h e  p r o j e c t ?
Faced w i t h  t h i s  p rob lem ,  t h e  s tu d y  s u g g e s t e d  t h a t  top  
management d e f i n e ,  i n  b o th  c o n c e p t u a l  and p r a g m a t i c  t e r r a s ,  t h e  
p h r a s e  " b e n e f i t  t o  whom." I f  t h e  terra i s  d e f i n e d  a s  b e n e f i t  to  
th e  Company, t h e  p rob lem i s  i n s o l u b l e ,  g iv e n  t h e  s t a t e  o f  t h e  a r t .
T h i s  c o n c l u s i o n  has  been t e s t e d  in  t h e  c a s e  o f  th e  Company's  
m i n o r i t y  p u r c h a s i n g  program. Asked abou t  th e  b e n e f i t s  d e r i v e d  
from h i s  program,  th e  l i n e  e x e c u t i v e  i n v o lv e d  in  i t  answered  to  th e  
e f f e c t ,  t h a t  by h e l p i n g  a m i n o r i t y  s u p p l i e r ,  h i s  program c r e a t e s  
a d d i t i o n a l  marke t  f o r  g a s o l i n e  and o t h e r  p e t ro l e u m  p r o d u c t s  of  
t h e  Company.
I f  " b e n e f i t s  to  whom" i s  d e f i n e d  from t h e  s t a n d p o i n t  of  
t h e  r e c i p i e n t s ,  which may be a s p e c i f i c  group  o r  t h e  s o c i e t y  a t  
l a r g e ,  t h e  b e n e f i t s  d e r i v e d  by t h e s e  g roups  may y i e l d  t o  some s o r t  
o f  measurement ;  q u a n t i t a t i v e  a n d / o r  q u a l i t a t i v e .  T h e r e f o r e ,  
measurements  a n a lo g o u s  to  th e  s o c i a l  i n d i c a t o r s  s u g g e s t e d  by s o c i a l  
s c i e n t i s t s  may prove  u s e f u l .
A c c o r d in g l y ,  in  an a t t e m p t  to  g a in  an id e a  a s  to  th e  
b e n e f i t s  o f  t h i s  program,  an i n d i c a t o r - t y p e  b e n e f i t  a n a l y s i s  fo r  
each  m i n o r i t y  b u s i n e s s  he lped  a s  shown in Appendix F has  been
252
s u g g e s t e d  t o  th e  a d m i n i s t r a t o r  o f  th e  m i n o r i t y  e n t e r p r i s e  p rogram.
A c o n s o l i d a t e d  r e p o r t  b a s e d  on th e s e  d a t a  may be p r e p a r e d  f o r  th e  
e n t i r e  program.
I n  p e r s p e c t i v e ,  w i t h o u t  t h e s e  d e f i n i t i v e  n o t i o n s  o f  t h e  
p h r a s e ,  " b e n e f i t s  to  whom," t h e  r e a l i t y  and th e  o p e r a t i o n a l  
f e a s i b i l i t y  o f  t h e  s o - c a l l e d  s o c i a l  a u d i t  may be s e r i o u s l y  q u e s t i o n e d .
C o n c lu s io n  o f  F e a s i b i l i t y  Study
Based on t h e  l i m i t e d  scope  of  t h e  f e a s i b i l i t y  s t u d y ,  and 
on t h e  a s s u m p t i o n  t h a t  t h e  n a t u r e  o f  t h e  c o s t s  i n c u r r e d  in  u n d e r ­
t a k i n g  t h e s e  s o c i a l  a c t i v i t i e s  a r e  i d e n t i c a l  ( t h a t  i s ,  a m i n o r i t y  
e n t e r p r i s e  program i n  one company may n o t  be s i g n i f i c a n t l y  d i f f e r e n t  
from a s i m i l a r  program in  a n o t h e r  company),  t h i s  s t u d y  c o n c lu d e s  
and p r o p o s e s  t h a t :
(a )  C o r p o r a t e  r e s o u r c e s  commit ted to  s o c i a l  a c t i v i t i e s  
c ou ld  be  q u a n t i f i e d  based  on t h e  i n p u t  c o s t  metho­
d o logy  p roposed  in  th e  p r e c e d i n g  c h a p t e r .
(b)  The p r im a ry  d i f f i c u l t y  i n  t h e  q u a n t i f i c a t i o n  p r o c e s s  
i s  th e  a v a i l a b i l i t y  and t h e  adequacy  o f  company 
r e c o r d s .  However, t h e  q u a n t i f i c a t i o n  s h a l l  be 
u n d e r t a k e n  on an e v o l u t i o n a r y  p r o c e s s ;  making 
p r o v i s i o n s  f o r  e x p e r i e n c i n g  and e x p e r i m e n t i n g  
p r o c e d u r e s  and t e c h n i q u e s  to  f i t  i n d i v i d u a l  
company c i r c u m s t a n c e s .
(c)  The a c c o u n t a n t s ,  c o n t r a r y  t o  t h e  recommendat ions  
o f  the  1972 Committee on t h e  E nv i ronm en ta l  E f f e c t s  
of  O r g a n i z a t i o n  B e h a v io r  o f  th e  American A ccoun t ing  
A s s o c i a t i o n  s h o u ld  a t t e m p t  to  m e asu re ,  based  on
t h e  i n p u t  c o s t  m e t h o d o l o g y  p r o p o s e d  a b o v e ,  a n d  
r e p o r t ,  i n  a c c o r d a n c e  w i t h  t h e  r e p o r t i n g  f r a m e ­
w o r k  d i s c u s s e d  e a r l i e r ,  o n  t h e  s o c i a l  a c t i v i t i e s  
o f  t h e  c o r p o r a t e  e n t e r p r i s e .
( d )  T h e  c o s t s  o f  t h e s e  s o c i a l  p r o g r a m s  c a n  b e  a c c o u n t e d  
f o r  a n d  r e p o r t e d  b a s e d  o n  e x i s t i n g  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p l e s .
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(e )  The p rob lem of  c o s t  a l l o c a t i o n  be tween th e  
r e g u l a r  o p e r a t i o n  o f  t h e  company and u n d e r ­
t a k i n g  th e  s o c i a l  program i s  n o t  new f o r  t h e  
a c c o u n t a n t s .  However,  e x p e r i m e n t a t i o n  i s  needed  
to  f i n d  t h e  most  r e a s o n a b l e  a l l o c a t i o n  t o  i n s u r e  
t h e  r e l i a b i l i t y  o f  t h e  r e s u l t i n g  c o s t  f i g u r e s .
( f )  The a c c o u n t i n g  o r g a n i z a t i o n s ,  e s p e c i a l l y  t h e  
American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  
A c c o u n ta n t s  and t h e  American A ccoun t ing  
A s s o c i a t i o n  s h o u ld  p r o v i d e  l e a d e r s h i p  in  
t h i s  r e s p e c t .  To i n s u r e  t h e  c o m p a r a b i l i t y  
o f  th e  i n f o r m a t i o n  t h a t  may be  d i s c l o s e d  
c o n c e r n i n g  t h e s e  s o c i a l  a c t i v i t i e s ,  the  
a c c o u n t i n g  a s s o c i a t i o n s  s h o u ld  lo ok  i n t o
th e  p o s s i b i l i t y  o f  f o r m u l a t i n g  s t a n d a r d  
d i s c l o s u r e s  c o n c e r n i n g  t h e  m a t t e r ,  p r e f e r a b l y ,  
on an i n d u s t r y w i d e  b a s i s .
(g) S o c i a l  a u d i t s  may n o t  be o p e r a t i o n a l  in  t h e  
f o r e s e e a b l e  f u t u r e  g iv e n  t h e  s t a t e  o f  th e  
a r t .  However,  t h e  p rob lems  i d e n t i f i e d  w i t h  
i t  may be minimized  i f  t h e  p h r a s e  " b e n e f i t s  
to  whom" i s  d e f i n e d  in  b o th  c o n c e p t u a l  and 
p r a g m a t i c  t e rm s .
(h)  No new r e p o r t i n g  r e q u i r e m e n t s  a r e  n e c e s s a r y  
to  s a t i s f y  t h e  needs  o f  i n t e r n a l  u s e r s .
Both q u a n t i t a t i v e  and q u a l i t a t i v e  i n f o r m a t i o n  
may be p ro v id e d  f o r  t h i s  group  o f  u s e r s .
The l a t t e r  may t a k e  th e  form o f  th e  v a r i o u s  
d e t a i l s  in  Appendix F.
A t t e s t a t i o n
The f e a s i b i l i t y  s t u d y  d i d  n o t  i n d i c a t e  t h a t  t h e  a t t e s t  
f u n c t i o n  o f  th e  a c c o u n t a n t  would be j e o p a r d i z e d  or  made more c om pl i ­
c a t e d  a s  a r e s u l t  o f  r e p o r t i n g  in  t h e  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  
models  th e  co s t  of s o c i a l  p rog ram s .  C o n c e i v a b ly ,  the  em phas i s  of  
t h e  a t t e s t  f u n c t i o n  would c e n t e r  a round  two s i g n i f i c a n t  a r e a s  which 
a r e  b a s i c  in  t h i s  a c c o u n t i n g  f u n c t i o n .  F i r s t ,  i s  t h e  v e r i f i c a t i o n  
r e g a r d i n g  th e  e x i s t e n c e  of  the  s o c i a l  program a s  w e l l  a s  a rev iew  
and e v a l u a t i o n  o f  the  r e a s o n a b l e n e s s  o f  th e  c o s t  a l l o c a t i o n
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methodology used  In  a s c e r t a i n i n g  th e  c o s t  a s s i g n a b l e  t o  i t .  Second ,  
i s  t h e  a c c e n t  on r e l y i n g  e x t e n s i v e l y  on th e  o p i n i o n s  o f  o t h e r  
e x p e r t s  e i t h e r  i n - h o u s e  o r  from o u t s i d e r s .  A common example  i s  i n  
t h e  c a s e  o f  c o n t i n g e n t  l i a b i l i t i e s  which th e  a c c o u n t a n t  r e l i e s  
h e a v i l y  on th e  o p i n i o n  o f  t h e  company 's  l e g a l  c o u n s e l .  A no the r  
example  which  may be a d i s t i n c t  c h a r a c t e r i s t i c  o f  a t t e s t i n g  to  
t h e  c o s t s  of  s o c i a l  p rograms i s  t h e  r e l i a n c e  on e n g i n e e r i n g  r e p r e ­
s e n t a t i o n s  and e s t i m a t e s .  For i n s t a n c e ,  in  i d e n t i f y i n g  t h e  p o r t i o n  
o f  a new equipment d ev o ted  to  a i r  a p o l l u t i o n ,  t h e  o i l  i n d u s t r y  
r e l i e s  on th e  g u i d e l i n e s  p r e p a r e d  by t h e  American P e t ro l e u m  I n s t i t u t e .  
The cus tom ary  p r o c e d u r e  t o  v e r i f y  t h e  a l l o c a t i o n  i s  to  s eek  th e  
o p i n i o n  o f  c o n s u l t i n g  e n g i n e e r s  o r  th e  a c c o u n t i n g  f i r m ' s  e x p e r t s  
in  i t s  management a d v i s o r y  s e r v i c e s  d e p a r t m e n t .  Th i s  i s  r e i n f o r c e d  
by d i r e c t  c o r r e s p o n d e n c e  w i t h  t h e  American P e t r o l e u m  I n s t i t u t e  
c o n c e r n in g  th e  r e a s o n a b l e n e s s  o f  i t s  g u i d e l i n e s .
I n t e r n a l  R e p o r t i n g
In th e  p r e c e d i n g  c h a p t e r ,  i t  was a rg u e d  t h a t  th e  p r o x i m i t y  
o f  management to  th e  o p e r a t i o n s  o f  t h e  company makes i t s  d e c i s i o n  
model s u s c e p t i b l e  to  bo th  q u a n t i t a t i v e  and q u a l i t a t i v e  i n f o r m a t i o n .  
I m p l i c i t  i n  t h i s  argument i s  t h a t  t h e s e  q u a l i t a t i v e  d a t a  a r e  needed 
and t h a t  the  a c c o u n t a n t  must be in v o lv e d  in  p r o v i d i n g  them. B r in g i n g  
th e  i s s u e  t o  t h e  l e v e l  of  c o r p o r a t e  s o c i a l  p ro g ram s ,  t h e s e  q u a l i t a t i v e  
d a t a ,  w h i l e  they  may be i m p o r t a n t ,  a r e  no t  c r i t i c a l  a t  t h i s  s t a g e  
to  management d e c i s i o n - m a k i n g .  There a r e  two main r e a s o n s  o f f e r e d  to  
s u p p o r t  t h i s  c o n t e n t i o n .  F i r s t ,  management a p p e a r s  to  be more
c o n c e r n e d ,  a t  l e a s t  a t  t h i s  p o i n t ,  w i t h  "wha t  I t  t a k e s "  t o  be 
s o c i a l l y  r e s p o n s i b l e .  P u t  I t  In  a n o t h e r  way: how much w i l l  i t
c o s t  to  u n d e r t a k e  a m i n o r i t y  e n t e r p r i s e  program? A c c o r d in g l y ,  
i t  would no t  be  s u r p r i s i n g  i f  t h e  d e c i s i o n  w h e th e r  o r  n o t  to  
u n d e r t a k e  t h i s  p r o j e c t  depends  on t h e  funds  r e q u i r e d .  I n v a r i a b l y ,  
t h e  s i t u a t i o n  f i t s  i n t o  t h e  s a t i s f i c i n g  t e n d en cy  o f  management 
i n  t h e  f a c e  of  com pe t ing  g o a l s  and in an e r a  of  s c a r c i t y  which 
n e c e s s i t a t e  r a t i o n i n g  of  a v a i l a b l e  c o r p o r a t e  r e s o u r c e s .  In 
e f f e c t ,  t h e  d e c i s i o n  to  p u r s u e  v a r i o u s  g o a l s ,  e s p e c i a l l y  s o c i a l  
g o a l s ,  i s  a f u n c t i o n  of  a v a i l a b l e  funds  (n o t  p r i m a r i l y  t h e  b e n e f i t  
t h a t  management c o u ld  s p a r e  o r  d i v e r t  from t h e  m a in s t r e a m  o f  th e  
p r o f i t  o b j e c t i v e  and s t i l l  r e a l i z e  a r e t u r n  on in v e s t m e n t  which 
s a t i s f i e s  t h e  c o r p o r a t e  c o n s t i t u e n c i e s .
Second,  t h e  i s s u e  on q u a l i t a t i v e  d a t a  has  t o  be c l a r i f i e d  
a s  t o  t h e  s o c i a l  programs to  which they  a p p l y .  For t h i s  p u r p o s e ,  
t h e  s o c i a l  a c t i v i t i e s  of  m u l t i - m i  1 l i o n  m a n u f a c t u r i n g  o r g a n i z a t i o n s  
can  be g rouped  i n t o  two b road  c l a s s i f i c a t i o n s :  (1)  p o l l u t i o n  
aba tem e n t  and e n v i ro n m e n t a l  c o n s e r v a t i o n  a c t i v i t i e s  and (2)  th o s e  
r e f e r r e d  to  t h r o u g h o u t  t h e  s t u d y  as  o t h e r  s o c i a l  programs o r  a c t i ­
v i t i e s ,  such  a s  i n s u r i n g  company p r o p e r t i e s  w i th  m i n o r i t y  i n s u r a n c e  
com pan ies ,  m i n o r i t y  e n t e r p r i s e  p rog ram s ,  a f f i r m a t i v e  a c t i o n  t o  h i r e  
m i n o r i t i e s  and women, and s i m i l a r  p rog ram s .
For p o l l u t i o n  c o n t r o l  and e n v i ro n m e n ta l  c o n s e r v a t i o n  
a c t i v i t i e s ,  most of  t h e  d a t a  t h a t  management would be w ork ing  w i th  
a r e  hard  f a c t s .  The s t a n d a r d s  s e t  by governm en ta l  a u t h o r i t y  a r e  
e x p r e s s e d  in q u a n t i t a t i v e  terras i n c l u d i n g  th e  p r o j e c t e d  r e d u c t i o n
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i n  a i r  and w a t e r  p o l l u t a n t s .  I n  t h e  c a s e  o f  o t h e r  s o c i a l  p ro g ram s ,  
t h e  i s s u e  o f  q u a l i t a t i v e  i n f o r m a t i o n  becomes r e l e v a n t  i n  r e l a t i o n  
t o  t h e  i n t e n d e d  b e n e f i t s  o f  t h e s e  p rog ram s .  However, t h e  f e a s i b i l i t y  
s t u d y  i n d i c a t e s  t h a t  even  th e  company un d e r  s c r u t i n y  which i s  f a r  
advanced  i n  a d v o c a t i n g  pe r fo rm a nce  measurements  t o  i n s t i t u t e  r ew ards  
and p e n a l t i e s ,  i s  j u s t  b e g i n n i n g ,  as  a r e s u l t  o f  t h i s  s t u d y ,  t o  look  
a t  t h e  c o s t s  o f  p u r s u i n g  t h e s e  s o c i a l  programs i n  r e l a t i o n  t o  
t h e i r  p r e d e t e r m i n e d  o b j e c t i v e s .  U n f o r t u n a t e l y ,  most  o f  t h e s e  s o c i a l  
programs do n o t  have s p e c i f i c  o b j e c t i v e s  o t h e r  t h a n  th e  p e r v a s i v e  
n o t i o n  t h a t  s o c i a l  programs have t o  be u n d e r t a k e n  b e c a u s e  i t  i s  t h e  
r i g h t  t h i n g  t o  do ,  and th e  company p r e s i d e n t  has made a speech  com­
m i t t i n g  t h e  company t o  engage i n  t h e s e  a f f i r m a t i v e  a c t i o n s .  More­
o v e r ,  as  s u g g e s t e d  e a r l i e r ,  any e x p o s i t i o n  on b e n e f i t s  r e l a t i v e  to  
a s o c i a l  p rogram  has  t o  d e f i n e  t h e  p h r a s e  " b e n e f i t  t o  whom." I f  
t h e  te rm  i s  c o n c e iv e d  as b e n e f i t  t o  t h e  company,  th e  p rob lem of 
q u a l i t a t i v e  d a t a  becomes s e r i o u s  and th e  d a t a  i t s e l f  would be f r a u g h t  
'■•ith v a g u e n e s s .  I f  t h e  p h r a s e  i s  d e f i n e d  as b e n e f i t s  t o  t h e  c o r p o ­
r a t e  c o n s t i t u e n c i e s ,  i n c l u d i n g  th e  s o c i e t y  a t  l a r g e ,  c e r t a i n  i n d i ­
c a t o r s  may be dev e lo p ed  as  p a r t  o f  t h e s e  q u a l i t a t i v e  d a t a .  In  
t h i s  c a s e ,  t h e  whole i s s u e  i s  e l e v a t e d  t o  t h e  prob lems  o f  th e  s o c i a l  
a u d i t ,  t h e  o p e r a t i o n a l  a p p l i c a t i o n  o f  which has been q u e s t i o n e d  
p r e v i o u s l y ,  g iv e n  th e  s t a t e  o f  th e  a r t .
The q u e s t i o n  t h a t  has been  r a i s e d  as  a r e s u l t  o f  th e  
f e a s i b i l i t y  s tu d y  i s  w h e th e r  o r  n o t  t h e s e  i n p u t  c o s t s  would be u s e f u l  
t o  t h e  Company's d e c i s i o n - m a k i n g  p r o c e s s .  Of c o u r s e ,  t h e  answer  i s
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o b v i o u s .  For th e  f i r s t  t i m e ,  th e  company w i l l  know how much i t  t a k e s
t o  be s o c i a l l y  r e s p o n s i b l e  i n  t h e  c o n t e x t  o f  i t s  s o c i a l  i n v o l v e m e n t .
The Company may choose  t o  d i s c o n t i n u e  t h e  most e x p e n s iv e  p r o j e c t s ,  
and c o n c e n t r a t e  on t h e  c h e a p e r  o n e s .  In t h e  c a s e  o f  p o l l u t i o n  
c o n t r o l  and  e n v i ro n m e n t a l  c o n s e r v a t i o n  a c t i v i t i e s ,  management would 
know th e  c o s t  o f  comply ing  w i t h  t h e  minimum o r  maximum s t a n d a r d s .  
D e c i s i o n s  b a s ed  on t h e  f o l l o w i n g  examples o f  a l t e r n a t i v e s  may be 
t h o r o u g h l y  e v a l u a t e d :
(1) too  e x p e n s i v e  t o  comply w i t h  t h e  s t a n d a r d s ,  
t h e  p l a n t  has  t o  be s h u t  down im m e d ia te ly .
(2)  s h u t  down t h e  p l a n t  a t  t h e  d e a d l i n e  o f  com pl iance
and p e r h a p s ,  make p l a n s  to  s e t  up a new p l a n t
o r  f a c t o r y  w i t h  t h e  most modern p o l l u t i o n  c o n t r o l  
e q u i p m e n t .
(3)  p l a n  com pl iance  below t h e  minimum s t a n d a r d ,  and 
pay th e  p e n a l t y .
(4) comply w i th  t h e  s t a n d a r d  and e s t a b l i s h  g o a l s  of  
c o m p l ia n c e .
Summary
T h is  c h a p t e r  d i s c u s s e s  t h e  f e a s i b i l i t y  s tu d y  u n d e r t a k e n  
w i t h  t h e  c o o p e r a t i o n  o f  a l a r g e  o i l  company t o  a s c e r t a i n  t h e  a p p l i c a ­
b i l i t y  o f  t h e  i n p u t  c o s t  methodology  f o r  c o s t i n g  t h e  r e s o u r c e s  
commit ted t o  th e  company 's  s o c i a l  p rog ram s .  Two o t h e r  o b j e c t i v e s  
o f  t h e  s tu d y  were d i s c u s s e d :  (1)  t h e  i d e n t i f i c a t i o n  and c l a s s i f i c a t i o n  
of  the  c o s t s  o f  s o c i a l  p rograms and (2) t h e  a c c o u n t i n g  t r e a t m e n t  of 
t h e s e  c o s t s .  Because  of the  p rob lem s  e n c o u n t e r e d  i n  t h e  f e a s i b i l i t y  
s t u d y ,  t h e  a c t u a l  c o s t i n g  o f  a l l  s o c i a l  programs and th e  p r e s e n t a t i o n  
of  t h e s e  c o s t s  in t h e  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  models  o f  the
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accountant was not undertaken
The s t u d y  was com ple ted  t h ro u g h  p e r s o n a l  i n t e r v i e w s  w i th  
th e  l i n e  managers  i n  ch a rg e  o f  t h e  s p e c i f i c  s o c i a l  programs of  
t h e  Company a s  w e l l  a s  a f o l l o w - u p  i n t e r v i e w  of  c e r t a i n  program 
a d m i n i s t r a t o r s  to  e l i c i t  t h e i r  u n d e r s t a n d i n g  ab o u t  t h e  p r o j e c t  and 
t o  t h r e s h  o u t  p o s s i b l e  p rob lem s  t h a t  may be e n c o u n t e r e d  in  t h e  
a c t u a l  c o s t i n g  o f  a l l  s o c i a l  p r o j e c t s  f o r  th e  c a l e n d a r  y e a r  1974.
In  a d d i t i o n ,  t h e  c o s t s  o f  c e r t a i n  p r o j e c t s  were c a l c u l a t e d  to  r e i n f o r c e  
t h e  c o n c l u s i o n  t h a t  t h e  p ro p o s e d  in p u t  c o s t i n g  methodology w i l l  be 
w o rk ab le  i n  a c t u a l  s i t u a t i o n .
As a r e s u l t  o f  th e  s t u d y ,  a  s im p l e  management i n f o r m a t i o n  
sy s tem  has  been deve loped  to  g e n e r a t e  t h e  c o s t s  o f  t h e  Company's 
s o c i a l  p rogram s .
The s e r i o u s  p rob lem s  e n c o u n t e r e d  in  th e  s tu d y  were th e  
in a d e q u a c y ,  and in  most i n s t a n c e s ,  t h e  n o n - e x i s t e n c e  o f  a p p r o p r i a t e  
r e c o r d s .  The l a t t e r  i s  p a r t i c u l a r l y  t r u e  w i t h  a f f i r m a t i v e  a c t i o n  
programs o f  t h e  Company. Adequate  r e c o r d s ,  however ,  a r e  m a i n t a i n e d  
f o r  p o l l u t i o n  c o n t r o l  and e n v i r o n m e n t a l  c o n s e r v a t i o n  p r o j e c t s .  The 
f i n d i n g s  o f  th e  s tu d y  a r e :
(1)  The n a t u r e  and th e  c l a s s i f i c a t i o n  o f  c o s t s  f o r  s o c i a l  
p r o j e c t s  d i s c u s s e d  in  t h e  p r e c e d i n g  c h a p t e r  were  in  ag reem en t  w i th  
the  n a t u r e  and t h e  a c t u a l  c o s t  c l a s s i f i c a t i o n  d e f i n e d  in  th e  
f e a s i b i l i t y  s tu d y .
(2) In a t t e m p t i n g  to  measure  t h e s e  c o s t s ,  t h e  s tu d y  
r e l i e s  h e a v i l y  on the  e s t i m a t e s  o f  program a d m i n i s t r a t o r s .  The 
Company s u b s c r i b e s  to  th e  e v o l u t i o n a r y  p r o c e s s  o f  g e n e r a t i n g  t h e s e
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c o s t s ,  and s e t s  two y e a r s  a s  i t s  g o a l  o f  a t t a i n i n g  r e a s o n a b l e  
a c c u r a c y  in  t h e  r e s u l t i n g  c o s t  f i g u r e s .
(3) The Company f o l l o w s  t h e  p e r v a s i v e  r e p o r t i n g  and 
d i s c l o s u r e  p r o c e d u r e s  i n  i t s  an n u a l  r e p o r t .  Such d i s c l o s u r e  i s  
found i n  th e  body o f  t h e  a n n u a l  r e p o r t .
(4)  There  seems to  be no c o r r e s p o n d e n c e  be tween the  
i n p u t s  ( c o s t s )  and o u t p u t s  ( b e n e f i t s )  r e g a r d i n g  t h e s e  s o c i a l  
a c t i v i t i e s .  T h i s  makes c o s t - b e n e f i t  a n a l y s i s  a t remendous  p rob lem .
To m i t i g a t e  t h i s  p rob lem ,  i t  might  be u s e f u l  t o  d e f i n e  " b e n e f i t s
t o  whom" i n  b o th  c o n c e p t u a l  and p r a g m a t i c  t e rm s .
The f e a s i b i l i t y  s tu d y  c o n c l u d e s  t h a t  th e  q u a n t i f i c a t i o n  o f  
c o r p o r a t e  r e s o u r c e s  commit ted t o  s o c i a l  a c t i v i t i e s  can be acc om pl i she d  
b as ed  on th e  c o s t i n g  me thodology s u g g e s t e d  i n  th e  s t u d y .  I t  s u g g e s t s  
t h a t  a c c o u n t a n t s  s h o u ld  measure  and r e p o r t  on t h e  s o c i a l  a c t i v i t i e s  
o f  the  e n t e r p r i s e .  The r e p o r t i n g  p r o c e d u r e  e s t a b l i s h e d  e a r l i e r  i s  
s u g g e s t e d  f o r  t h i s  p u r p o s e .  O th e r  c o n c l u s i o n s  and recommendat ions  
a r e  s p e c i f i e d  in  th e  s t u d y .
The p rob lem s  o f  a t t e s t a t i o n  has  been d i s c u s s e d .  The 
c o n c l u s i o n  i s  t h a t  t h e  a c c o u n t a n t s  have  s u f f i c i e n t  a u d i t i n g  p r o c e ­
d u r e s  and t e c h n i q u e s  to  h a n d l e  t h e  s i t u a t i o n .
The prob lems  o f  i n t e r n a l  r e p o r t i n g  f o r  management d e c i s i o n ­
making was d i s c u s s e d  w i t h  r e g a r d  to  c e r t a i n  r e l e v a n t  i s s u e s .  I t  was 
co n c lu d ed  t h a t  q u a l i t a t i v e  d a t a  may be p ro v id e d  to  i n t e r n a l  d e c i s i o n  
makers r e l a t i v e  to  t h e s e  s o c i a l  p rog ram s .  However,  th e  need f o r  such  
q u a l i t a t i v e  d a t a  i s  no t  c r i t i c a l ,  a t  l e a s t  a t  t h i s  s t a g e .
CHAPTER VII
SUMMARY, CONCLUSIONS AND SUGGESTIONS 
FOR FUTURE RESEARCH
T h is  c h a p t e r  c o n t a i n s  th e  summary, c o n c l u s i o n s ,  and recom­
m e nda t ions  f o r  f u t u r e  r e s e a r c h  based  on th e  r e s u l t s  o f  t h e  s t u d y .
The d i s c u s s i o n  p r o c e e d s  by p r e s e n t i n g  t h e  p r im a ry  and s e c o n d a ry  
o b j e c t i v e s  o f  t h e  s t u d y  fo l l o w e d  by t h e  a r e a s  o f  r e s e a r c h  n e c e s s a r y  
t o  a c c o m p l i s h  th e  o b j e c t i v e s .  The r e m a in d e r  o f  t h e  c h a p t e r  i s  
d ev o ted  t o  t h e  summary, c o n c l u s i o n s ,  and s u g g e s t i o n s  f o r  f u t u r e  
r e s e a r c h .
O b j e c t i v e s  o f  t h e  Study
As s e t  f o r t h  in C h ap te r  I ,  t h e  p r im ary  and se c o n d a ry
o b j e c t i v e s  o f  t h i s  s t u d y  a r e :
P r im ary  o b j e c t i v e
To m easure  i n  d o l l a r  te rm s  t h e  c o r p o r a t e  
r e s o u r c e s  commit ted  t o  s o c i a l  a c t i v i t i e s ,  t o  
i n v e s t i g a t e  th e  a c c o u n t i n g  t r e a t m e n t  o f  c o s t s  
of  t h e s e  r e s o u r c e s  in  a c c o r d a n c e  w i t h  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  and  to  f o r m u l a t e  
a r e p o r t i n g  framework f o r  such  c o s t s  in  th e  
t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  models  o f  t h e  
a c c o u n t a n t .
S econdary  o b j e c t i v e s
1. To f o r m u l a t e  a s o c i a l  and economic r a t i o n a l e  
f o r  c o r p o r a t e  invo lvement  in  s o c i a l  i s s u e s ,  
and to  i n v e s t i g a t e  t h e  r e l a t e d  i s s u e s  o f  th e  
q u a l i t y  of l i f e  a s  w e l l  a s  t h e  economic 
a s p e c t s  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .
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2.  To i n v e s t i g a t e  t h e  i s s u e s  r e l a t i n g  to  t h e  
s o c i a l  r e s p o n s i b i l i t i e s  of  t h e  a c c o u n t a n t ,  
and to  f o r m u l a t e  j u s t i f i c a t i o n s  f o r  expand­
in g  t h e  r e s p o n s i b i l i t i e s  o f  t h e  a c c o u n t i n g  
p r o f e s s i o n  i n  t h e  l i g h t  o f  t h e  r i s i n g  
e x p e c t a t i o n s  o f  s o c i e t y .
3. To p r o v i d e  a framework f o r  e s t a b l i s h i n g  a 
co n tem pora ry  a c c o u n t i n g  t h e o r y  which i s  
r e s p o n s i v e  t o  t h e  dynamic demands of  i t s  
e n v i r o n m e n t .
Approach t o  Accomplish  t h e  O b j e c t i v e s
To a c c o m p l i s h  t h e s e  o b j e c t i v e s ,  a  s y s t e m s  a p p ro a c h  i s  used  
to  p r o v i d e  an u n d e r s t a n d i n g  o f  t h e  r e l a t i o n s h i p s  among t h e  i n t e r ­
a c t i n g  s y s t e m s  and subsys tem s  t h a t  c o n t r i b u t e d  to  t h e  p rob lem s  
under  s t u d y .
The f i r s t  a r e a  c o v e r s  an a n a l y s i s  o f  t h e  c u r r e n t  i s s u e s  o f  
c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  and th e  q u a l i t y  o f  l i f e  r e s u l t i n g  
from t h e  i n t e r a c t i o n  between s o c i e t y  and t h e  modern c o r p o r a t i o n .
T h i s  a c c o m p l i s h e s  t h e  f i r s t  s e c o n d a r y  o b j e c t i v e ,  and th e  a n a l y s i s  
i s  p r e s e n t e d  i n  C h a p te r  I I ,  P a r t  I .
The second  a r e a  c o n s i s t s  o f  an i n v e s t i g a t i o n  o f  th e  i n t e r ­
a c t i o n  be tween  th e  a c c o u n t i n g  p r o f e s s i o n  on t h e  one hand and th e  
modern c o r p o r a t i o n  and s o c i e t y  on t h e  o t h e r  which g i v e s  r i s e  to  
th e  c u r r e n t  i s s u e s  o f  t h e  s o c i a l  r e s p o n s i b i l i t i e s  o f  t h e  p r o f e s s i o n .  
T h i s  a n a l y s i s  a c c o m p l i s h e s  t h e  second  s e c o n d a ry  o b j e c t i v e  and th e  
d i s c u s s i o n  i s  p r e s e n t e d  in  C h ap te r  I I I .  In a d d i t i o n ,  t h i s  a r e a  o f  
r e s e a r c h  p r o v i d e s  a b a s i s  f o r  t h e  f o r m u l a t i o n  o f  an a c c o u n t i n g  
framework upon which a con tem pora ry  a c c o u n t i n g  t h e o ry  can be deve­
lo p e d .  Th i s  s a t i s f i e s  th e  t h i r d  s e co n d a ry  o b j e c t i v e ,  and C h ap te r  TV
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o f  P a r t  I I  i s  d e v o te d  to  t h e  d i s c u s s i o n  of  t h e  r e s u l t s  o f  th e  
i n v e s t i g a t i o n .
The t h i r d  and f o u r t h  a r e a s  o f  r e s e a r c h  were  d e s ig n e d  to  
a c c o m p l i s h  t h e  p r im a ry  o b j e c t i v e  o f  t h i s  s t u d y .  The fo rmer  d e a l s  
w i th  t h e  c o s t i n g  methodology and th e  t h e o r e t i c a l  and p r a c t i c a l  
a s p e c t s  o f  a c c o u n t i n g  and r e p o r t i n g  p rob lem s  o f  t h e  c o s t s  o f  
s o c i a l  a c t i v i t i e s .  The i n v e s t i g a t i o n  u l t i m a t e l y  r e s u l t s  i n  th e  
f o r m u l a t i o n  of  a framework f o r  r e p o r t i n g  t h e s e  c o s t s  i n  th e  
t r a d i t i o n a l  r e p o r t i n g  model o f  t h e  a c c o u n t a n t .  The l a t t e r  a r e a  
c o n c e r n s  w i t h  t h e  o p e r a t i o n a l  a p p l i c a t i o n s  o f  t h e  c o s t i n g  metho­
do logy  and th e  a c c o u n t i n g  and r e p o r t i n g  t e c h n i q u e s  dev e lo p ed  above .  
T h i s  was a c c o m p l i sh e d  th ro u g h  a f e a s i b i l i t y  s tu d y  c o n d u c te d  w i th  
t h e  c o o p e r a t i o n  o f  a l a r g e  o i l  company.  The r e s u l t s  o f  t h e  above 
i n v e s t i g a t i o n  a r e  d i s c u s s e d  in  C h a p t e r s  V and VI.
Summary
C o n s i d e r a b l e  s p a c e  has  been d e v o te d  by t h i s  s t u d y  t o  put  
i n  p e r s p e c t i v e  t h e  c h a n g in g  env i ronm en t  o f  b u s i n e s s  t o d a y .  To 
a t t a i n  a f u l l  g r a s p  o f  t h e  dynamic a s p e c t  o f  t h i s  e n v i ro n m e n t ,  i t s  
m a jo r  i n t e r f a c i n g  e l e m e n t s  a r e  d e p i c t e d  in  F ig u r e  I .  A key p o i n t  
u n d e r s c o r e d  i n  t h i s  a n a l y s i s  i s  t h a t  s o c i e t y ' s  w i l l  i s  supreme.
S o c i e t y  c r e a t e s  t h e  s i t u a t i o n ,  the  a tm osphere  o r  t h e  b a s i s  f o r  the  
i n t e r a c t i o n  among i t s  s e g m e n t s .  In t h i s  c o n t e x t ,  s o c i e t y  and a l l  
i t s  segments  a r e  p a r t  o f  a s y s t e m ,  where t h e  l a t t e r  a r e  subsvs tems  
o f  t h e  fo rm e r .  As such  t h e i r  a c t i o n s  must be c o n s i s t e n t  w i th  the  
w ish es  and p u rp o s e s  o f  s o c i e t y ,  th e  main sy s t e m ,  and any d e v i a t i o n  
from them r e n d e r s  t h e  e x i s t e n c e  o f  a s u bsys tem  u n t e n a b l e .
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In  r e c e n t  y e a r s ,  s o c i e t y  has  been  co n ce rn ed  w i th  th e  
q u a l i t y  o f  i t s  l i f e .  Th i s  s i t u a t i o n  i s  i r o n i c a l .  While t e c h n o ­
logy keeps  m a t e r i a l  t h i n g s  f lo w in g  i n c e s s a n t l y  i n t o  e v e r y  h ouse ­
h o l d ,  t h e  good l i f e  p romised  by them i s  s h o r t  from b e i n g  r e a l i z e d .
The s i t u a t i o n  i s  a n a lo g o u s  to  a d ic tu m  i n  gam bl ing :  What one
g a i n s  t h e  o t h e r  l o s s e s . "  The e c o n o m i s t - p h i l o s o p h e r  Mishan ex tended  
t h i s  d ic tu m  f u r t h e r  by a r g u i n g  t h a t  a s  p r o g r e s s  i s  " b e i n g  u n r o l l e d  
by th e  f o o t ,  i t  i s  s i m u l t a n e o u s l y  b e i n g  r o l l e d  up b e h in d  us by th e  
y a r d . "  U n q u e s t i o n a b l y ,  f o r  e v e ry  s o u r c e  o f  ene rgy  e x t r a c t e d  from 
th e  g ro u n d ,  t h e  a e s t h e t i c  v a l u e  o f  t h e  s u r r o u n d i n g s  s u f f e r s ,  f o r  
e v e r y  c o n v e n i e n c e  good added to  t h e  s u p e r m a r k e t  s h e l v e s ,  th e  
r e f u s e  p rob lem and th e  a i r  and w a t e r  p o l l u t i o n  dilemma a r e  a g g r a ­
v a t e d .
But t h e  p rob lem i s  how to  measure  t h e  q u a l i t y  o f  l i f e .
In  a d e m o c r a t i c  s o c i e t y  l i k e  o u r s  w here  e v e ry  i n d i v i d u a l  has  the  
r i g h t  to  p u r s u e  h i s  own v a l u e s  and d e s i r e s ,  t h e  c o n c e p t  i s  
r e n d e r e d  n e b u l o u s .  C o n s e q u e n t ly ,  t h i s  s t u d y  o f f e r s  a d e f i n i t i o n  
o f  q u a l i t y  of  l i f e  as  t h e  s t a t e  o f  a f f a i r s  ( o r  o n e ' s  s e n s e  o f  w e l l ­
b e in g )  o f  s o c i e t y  as  p e r c e i v e d  by a p e r s o n  o r  g roups  of  p e r s o n s .
Th i s  d e f i n i t i o n  u n d e r s c o r e s  t h e  i d e a  t h a t  a p e r s o n ' s  w e l l - b e i n g  
depends  on h i s  p e r c e p t i o n  o f  r e a l i t y ,  which may be f a u l t y .  To 
measure  q u a l i t y  of  l i f e ,  t h i s  s t u d y  p r o p o s e s  t h a t  an index  of  
s a t i s f a c t i o n  abou t  t h e  h e a l t h ,  h a p p i n e s s ,  w e l l - b e i n g  e t c .  o f  th e  
n a t i o n  can be deve loped  th ro u g h  p r o p e r l y  d e s ig n e d  o p i n i o n  su rv ey s  
a t  c e r t a i n  p o i n t s  o f  t h e  c o u n t r y .
The c o n ce rn  f o r  t h e  q u a l i t y  o f  l i f e  l e a d s  s o c i e t y  t o  demand 
from ev e ry  i n s t i t u t i o n  t o  h e l p  in  i t s  improvement.  To a g r e a t e r
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e x t e n t ,  however ,  th e  demand i s  d i r e c t e d  tow ards  b u s i n e s s ,  p a r t i ­
c u l a r l y ,  t h e  modern c o r p o r a t i o n ,  f o r  i t  has  t h e  power,  t h e  
i n t e l l i g e n c e  and th e  r e s o u r c e s  t o  p u r s u e  t h i s  g o a l .  In a d d i t i o n ,  
t h e  c o r p o r a t i o n  i s  c o n s i d e r e d  as  t h e  p r im e  c o n t r i b u t o r  t o  the  
d e t e r i o r a t i n g  q u a l i t y  o f  l i f e  o f  s o c i e t y .
The p rob lem  b o i l s  down t o  t h e  r o l e  of  t h e  modern c o rp o ­
r a t i o n  in  s o c i e t y ,  and the  s u r r o u n d i n g  i s s u e s  a r e  d e b a t e d  around 
t h e  c e o n c e p t  of  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .  Two s c h o o l s  of 
th o u g h t  s u r f a c e d  in  t h i s  c o n t r o v e r s y ;  th e  " m a n a g e r i a l "  view which 
r e c o g n i z e s  t h e  r o l e  of  b u s i n e s s  in  a t t a i n i n g  s o c i a l  g o a l s  and th e  
" c l a s s i c a l "  view which h o ld s  t h a t  t h e  b u s i n e s s  o f  b u s i n e s s  i s  
p r o f i t .  As t h e  co n ce p t  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  i s  
d e b a t e d ,  most e n l i g h t e n e d  c o r p o r a t e  managers  who a c c e p t e d  th e  
r e s p o n s i b i l i t y  a r e  a s k i n g  f o r  a d e f i n i t i o n  o f  t h e  b o u n d a r i e s  of  
t h i s  new r o l e  t h r u s t  upon them. C o n s e q u e n t ly ,  a c o n c e p t u a l  and 
o p e r a t i o n a l  d e f i n i t i o n  o f  th e  c o n c e p t  i s  o f f e r e d  in  t h i s  s t u d y .
T h i s  s tu d y  a c c e p t s  t h e  c o n c e p t u a l  d e f i n i t i o n  o f  K e i t h  Davis  t o  th e  
e f f e c t  t h a t  t h e  co n ce p t  of  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  r e f e r s  
to  t h e  " b u s i n e s s m a n ' s  d e c i s i o n s  and a c t i o n s  ta k en  f o r  r e a s o n s  a t  
l e a s t  p a r t i a l l y  beyond th e  f i r m ' s  d i r e c t  economic o r  t e c h n i c a l  
i n t e r e s t . "  The o p e r a t i o n a l  d e f i n i t i o n  o f f e r e d  in  t h i s  s tu d y  i s  
b u i l t  a round t h r e e  c o n s i d e r a t i o n s :  (1)  to  d e f i n e  t h e  c o n c e p t  in  
te rm s  o f  c om pl ianc e  w i th  law; (2) t o  d e f i n e  i t  i n  t e rm s  o f  a c t i ­
v i t i e s  o ve r  and ahove  th e  r e q u i r e m e n t s  o f  the  law; and (3) to  d e f i n e  
c o r p o r a t e  s o c i a l  r e s p o n s i b i 1i t y  in  te rm s  o f  any v o l u n t a r y  a c t i v i t i e s
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i n  r e s p o n s e  e i t h e r  t o  p u b l i c  p r e s s u r e s  o r  t o  the  s e n s i t i v i t y  o f  
management t o  s o c i a l  c o n c e r n s .
These  c o n s i d e r a t i o n s  have p ro v id e d  an i n s i g h t  i n t o  th e  
b o u n d a r i e s  of  an o p e r a t i o n a l  d e f i n i t i o n  o f  t h e  c o n c e p t  bu t  th e y  do 
no t  p r o v i d e  a b a s i s  f o r  s e t t i n g  up program p r i o r i t i e s .  The s tu d y  
d e v e lo p s  t h e s e  g u i d e l i n e s  and i s  made p a r t  o f  the  o p e r a t i o n a l  
d e f i n i t i o n  of  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .  C o n s e q u e n t ly ,  the  
c o n c e p t  i s  o p e r a t i o n a l l y  d e f i n e d  as  r e f e r r i n g  t o  th e  b u s i n e s s m a n ' s  
d e c i s i o n s  and a c t i o n s ,  v o l u n t a r y  o r  in  com pl iance  w i t h  law, w i t h o u t  
th e  e x p e c t a t i o n  o f  d i r e c t  economic g a i n ,  f o r  the  w e l l - b e i n g  o f  s o c i e t y  
o r  fo r  one or  more o f  i t s  c o n s t i t u e n t s .  Such d e c i s i o n s  and a c t i o n s  
a r e  d e t e r m in e d  by such  c r i t e r i a  as  (1) a r e a  o f  d i s t u r b a n c e ;  (2) a r e a  
o f  o p e r a t i o " ;  (3) e x i s t e n c e  o f  th e  n e c e s s a r y  e x p e r t i s e  in the  company 
to  do th e  jo b ;  (4)  impact  on th e  f i r m ' s  immediate  l o c a t i o n ;  arid
(5)  impact  beyond the  l o c a t i o n  o f  t h e  f i rm .  T e a p p l i c a t i o n  of t h e s e  
c r i t e r i a  i s  p r e s e n t e d  in  F ig u r e  2.
The s tudy  b e l i e v e s  t h a t  a s o c i a l  and economic r a t i o n a l e  fo r  
c o r p o r a t e  s o . i a l  r e s p o n s i h i 1i~ has to  be dev e lo p ed  so  t h a t  c o r p o r a t e  
managers have a b a s i s  t o r  t h e i r  a c t i o n s .  The f o u n d a t i o n  of the 
so'  ;a l  r a t i i n a l e  fo r  the co n ce p t  i s  t h a t  b u s i n e s s  i s  a s o c i a l  
sys tem  w i th  r e l a t e - 1. sy s tem s  composed of  th e  c o r p o r a t i o n ,  managers ,  
em p loyees ,  c r e d i t o r s ,  s u p p l i e r s ,  cu s to m ers  and th e  g e n e r a l  p u b l i c .  
C o n s e q u e n t ly ,  s o c i a l  p r o f i l e s  were deve loped  fo r  the  c o r p o r a t i o n  
and th e  c o r p o r a t e  managers .
The economic r a t i o n a l e  for  c o r p o r a t e  n c c i a l  r e s p o n s  i I) i 1 i t \ 
is  hoi I t  a round the  c o n t e x t  of  hort -and long-  erm p r o f i t s .
O b v i o u s l y ,  t h e  t e n d e n c y  t o  m a x i m i z e  s h o r t - r u n  p r o l i t s  n a y  r u n
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c o u n t e r  t o  t he  l o n g - r u n  p r o f i t a b i l i t y  o f  t he  company.  Thi s  s t u d y  
has p r e s e n t e d  a rgument s  t h a t  t h o s e  managers  who oppose t he  c onc e p t  
a r e  more p r e o cc u p i e d  w i t h  s h o r t - t e r m  p r o f i t s .  T h e r e f o r e ,  t hey  
o v e r l o o k  t h e  l o n g - r u n  i m p l i c a t i o n  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y .
A much b r o a d e r  i m p l i c a t i o n  o f  t he  concep t  has been d i s c u s s e d .  
S o c i a l  s c i e n t i s t s  and b u s i n e s s  o b s e r v e r s  b e l i e v e  t h a t  c a p i t a l i s m  
and our  economic sys t em a r e  s t i l l  e v o l v i n g .
F i n a l l y ,  t he  s t u d y  s u g g e s t s  that, t he  a c c i o n  and r e s p o n s e  
p rogram of  t he  company s h a l l  be a p a r t  of  i t s  s t r a t e g i c  p l a n n i n g .
A p l a n n i n g  model f o r  t h i s  p u r pos e  i s  p r e s e n t e d  in  F i g u r e  3.
The economic i m p l i c a t i o n  o f  t he  c o n c e p t  o f  c o r p o r a t e  s o c i a l  
r e s p o n s i b i l i t y  has been p r e s e n t e d .  D i s cu s se d  p r omi ne n t l y  in  t h i s  
s e c t i o n  of  t he  s t u d y  a r e  t he  p r i v a t e  c o s t s  and s o c i a l  c o s t s  of  tiie 
a c t i v i t i e s  of  a b u s i n e s s  e n t i t y .  In i t s  p r o d u c t i o n  a c t i v i t i e s ,  a 
b u s i n e s s  u n i t  a c c o u n t s  for  p r i v a t e  c o s t s  i n  i t s  d e c i s i o n  model .  
However,  s o c i a l  c o s t s  a r e  l e f t  t o  t he  c a r e  o f  so i< t y .
The e x c l t s o n  o f  s o c i a l  c o s t  from a f i r m ' s  d e c i s i o n  model 
c a u s e s  an i l l u s o r y  index o f  e f f i c i e n c y  and p r o f i t a b i l i t y  among 
b u s i n e s s  u n i t s .  The r e a s o n  i s  t h a t  c e r t a i n  a c t i v i t i e s  a r e  p r o f i t ­
a b l e  from a p i i v a t e  t o s t  s t a n d p o i n t  bu t  u n p r o f i t a b l e  from a s o c i a l  
c o s t  p o i n t  of  v ; ew, or  v i c e - v e r s a .  To e l i m i n a t e  s o c i a l  c c s t  com­
p l e t e l y  mav not he p o s s i b l e ,  however ,  i t s  e f f e c t s  cou l d  be minimized 
lv, i n t e r n a l i z i n g  o r  i n t r o d u c i n g  i t  i n t o  t i e  d e c i s i o n  model o f  t he  
e n t e r p r i s e  . i’b r cc  mcf l 'ods a r e  p ropos ed  ana J i s m s s e d  in t h i s  s t u d y .
An i n t e r e s t i n g  c o n t r o v e r s y  e x i s t s  b e t w e e n  t h e  e n v i r o n m e n t ­
a l i s t s  a n d  t h e  e c o n o m i s t s  i c g a r d i n g  c o n t i n u o u s  g r o w t h  a n d  m a x i r r i -
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z a t i o n  o f  p r o d u c t i v i t y  and p r o f i t s .  The former  c o n t e n ds  t h a t  
c o n t i n u e d  growth has c e r t a i n  s e r i o u s  c o n se q u en c e s ;  t he  l a t t e r  
a r gu e s  t h a t  growth and p r o d u c t i v i t y  a r e  needed f o r  a g r e a t e r  
d i s t r i b u t i o n  o f  w e a l t h  and income.  U n f o r t u n a t e l y ,  t he  c o n t r o v e r s y  
c o n n o t e s  an " e i t h e r - o r "  s u b s t a n c e  and d i r e c t i o n .  T h e r e f o r e ,  t h i s  
s t u d y  p r op o s e s  a h a r mon i z i ng  appr oac h  - -  " b o t h - t o g e t h e r " - -  in 
d e a l i n g  w i t h  t he  env i ronment  and economic m o t i v a t i o n  o f  t h e  f i r m.
The p r o p o s a l  i s  based on t he  c o n v i c t i o n  t h a t  t h e  q u a l i t y  of  the  
e nv i ronmen t  as  w e l l  as  c o n t i n u e d  growt h ,  p r o d u c t i v i t y  and p r o t i t s  
a r e  e s s e n t i a l  t o  t he  p r omot i on  o f  t h e  q u a l i t y  o f  l i f e .
The d i s c u s s i o n  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  i s  c a r r i e d  
ove r  t o  t h e  a c c o u n t i n g  p r o f e s s i o n  b ec a u s e  o f  i t s  u l t i m a t e  i n v o l v e ­
ment i n  t h e  conduc t  o f  t he  modern c o r p o r a t i o n .  The c r e d i b i l i t y  i t  
adds  to  c o r p o r a t e  f i n a n c i a l  r e p o r t s  as  a r e s u l t  o f  t he  p r o f e s s i o n ' s  
a t t e s t  f u n c t i o n  has t h e  power t o  i n f l u e n c e  not  on l y  t h e  b e h a v i o r  of  
u s e r s  o f  t h e s e  r e p o r t s  but  a l s o  t he  u l t i m a t e  a l l o c a t i o n  o f  the 
economy' s  r e s o u r c e s .  I n  t h i s  c o n t e x t ,  a c c o u n t i n g  has t h e  power t o  
f o r ge  and d i r e c t  s o c i a l  change .  I n  t h e  p a s t ,  t h e  s o c i a l  c o n t r i b u t i o n  
o f  t h e  a c c o u n t i n g  p r o f e s s i o n  lias been viewed i n d i r e c t l y .  For  i n s ­
t a n c e ,  whenever  t he  a c c o u n t a n t  h e l p s  a b u s i n e s s  s u r v i v e  c o m p e t i t i o n  
in t he  m a r k e t p l a c e ,  he i s  d o i ng  a g r e a t  s e r v i c e  t o  s o c i e t y .
R e c e n t l y ,  t h i s  p a s s i v e  r o l e  o f  t h e  p r o f e s s i o n  h a s  b e e n  r e p l a c e d  b y  a  
m o r e  a c t i v e  i n v o l v e m e n t  i n  s o c i a l  i s s u e s  s u c h  a s  r e c r u i t i n g  a n d  
t r a i n i n g  o f  m i n o r i t i e s ,  a i d  t o  s m a l l  b u s i n e s s ,  a i d  t o  t h e  e d u c a t i o n  
o f  t h e  mi  n o r  i t  i e s ,  a n d  t h e  l i k e .  U n f o r t u n a t e 1 v , n o t  e v e r v  a c c o u n t ­
a n t  b e l i e v e s  i n  l l i i s  d i r e c t  i n v o l v e m e n t .
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A d e f i n i t i o n  of  t h e  a c c o u n t a n t ' s  s o c i a l  r e s p o n s i b i l i t y  has 
been o f f e r e d .  The s t udv  a d o p t s  t he  o p e r a t i o n a l  d e f i n i t i o n  p r o v i d e d  
by Linowes and p r e s e n t e d  a p h i l o s o p h i c a l  d e f i n i t i o n  o f  t h e  c o n ce p t  
as  e ncompas s i ng  t h o s e  a c t i o n s  and a c t u a t i o n s  o f  t h e  p r o f e s s i o n  which 
a r e  d i r e c t l y  o r  i n d i r e c t l y  i n t e n d e d  t o  p e r p e t u a t e  i t s e l f .  P e r p e ­
t u a t i o n  o f  t h e  p r o f e s s i o n  r e q u i r e s  t h e  s a t i s f a c t i o n  of  b o t h  e c o n o ­
mic and s o c i a l  m o t i ve s .
To r e e n f o r c e  t he  a rgument s  f o r  t he  d i r e c t  i nvo l vemen t  o f  
t h e  a c c o u n t i n g  p r o f e s s i o n ,  a s o c i a l  p r o f i l e  o f  t h e  a c c o u n t a n t  and 
o f  t h e  a c c o u n t i n g  p r o f e s s i o n  i s  f o r m u l a t e d .  S t r e s s e d  i n  t h i s  s o c i a l  
p r o f i l e  i s  t h e  f a c t  t h a t  a c c o u n t i n g  i s  a s o c i a l  i n s t i t u t i o n  and 
t h e r e f o r e  i t  has to  s e r v e  s o c i e t y .  Emphasized i n  t h e  s o c i a l  p r o f i l e  
o f  t he  a c c o u n t a n t  i s  i t s  i mpor t ance  in  p r o mo t in g  b u s i n e s s  j u s t i c e ,  
and c o n s e q u e n t l y ,  s o c i a l  and economic j u s t i c e .
The s p e c i f i c  demands o f  s o c i e t y  from the  a c c o u n t i n g  
p r o f e s s i o n  and the  r e s p o n s i b i l i t y  i t  has  t o  p e r f o r m  t o  meet  i t s  
d i r e c t  and i n d i r e c t  s o c i a l  r o l e ,  n e c e s s i t a t e  a t ho r ough  r e v i e w  
and e v a l u a t i o n  o l  t he  t h e o r e t i c a l  and p r a c t i c a l  f o u n d a t i o n s  o f  t he  
p r o f e s s i o n .  I t  was a r gued  i n  t he  s t u d y  t h a t  w h i l e  t he  i mpor t ance  
o f  t he  p r o f e s s i o n  has r e a c h e d  new l e v e l s ,  t he  r e l e v a n c e  o f  a c c o u n t ­
ing i n f o r m a t i o n  has d e c l i n e d .  S e v e r a l  r e a s o n s  were  advanced and 
d i s c u s s e d  to  s u p p o r t  t h i s  a s s e r t i o n .  The s i g n i f i c a n t  c o n c l u s i o n  
t h a t  can be deduced from t h e s e  r e a s o n s  i s  t h a t  t h e r e  a p p e a r s  t o  be 
a t e l o o l o g i c a l  c o n t r a d i c t i o n  between the  i n t e n d e d  goal  t o  be pur sued  
and the  g oa l s  a c t u a l l y  pu r s ued  hv t he  p r o f e s s i o n .
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The s t u d y  advanced t he  p r o p o s i t i o n  t h a t  t h e  a b i l i t y  o f  t he  
a c c o u n t i n g  p r o f e s s i o n  t o  a d o p t  t o  i t s  c h an g i ng  e nv i ronme n t  depends  
upon t he  f ramework from which i t s  o b j e c t i v e s  and b a s i c  a s s u mp t i o n s  
a r e  d e r i v e d .  Th i s  p r o p o s i t i o n  i s  used as  t h e  fundament a l  b a s i s  f o r  
t he  p r opos ed  f ramework upon which a c on t e mpor a r y  a c c o u n t i n g  t h e o r y  
may be f o r m u l a t e d .  I t  s t a r t s  by r e c o g n i z i n g  t h a t  t h e  a c c o u n t i n g  
p r o f e s s i o n  i s  a s o c i a l  i n s t i t u t i o n ,  and t h e r e f o r e ,  i t s  p r im a r y  r o l e  
i s  t o  s e r v e  s o c i e t y .  Thi s  b a s i c  s o c i a l  r o l e  s h a l l  be t he  b a s i s  f o r  
t h e  f o r m u l a t i o n  o f  a g l o b a l  s e r v i c e  p h i l o s o p h y  f o r  t h e  p r o f e s s i o n .  
Th i s  w i l l  i n  t u r n  be t he  b a s i s  f o r  i d e n t i f y i n g  t h e  s e c o n d a r y  
o b j e c t i v e s  n e c e s s a r y  t o  a t t a i n  t h e  p r im a r y  o b j e c t i v e .  Subs equen t  
f o r m u l a t i o n s  a r e  needed t o  come up w i t h  a c c o u n t i n g  p o s t u l a t e s ,  p r i n ­
c i p l e s ,  s t a n d a r d s ,  p r a c t i c e s ,  and p r o c e d u r e s  and r u l e s .
In  a d d i t i o n ,  t h i s  p r oposed  f ramework f o r  a c on t empor a r y  
a c c o u n t i n g  t h e o r y  r e q u i r e s  t h e  e x pa n s i o n  o f  t h e  e n t i t y  t h e o r y  to  
t he  e n t e r p r i s e  t h e o r v  a r t i c u l a t e d  in  t h i s  s t u d y ,  and a l l o w s  the  
i n t e g r a t i o n  ot  s o c i a l  a c c o u n t i n g  i n t o  t he  a c c o u n t i n g  d i s c  i p l  i n e .
F i n a l l y ,  a methodology which would be u s e f u l  i n  p r o v i n g  the  
c o h e r e n c e ,  l o g i c ,  and u l t i m a t e l y ,  t he  v a l i d i t y  o f  t he  p roposed  
a c c o u n t i n g  t h e o r y  s t r u c t u r e  has  been i d e n t i f i e d  a s  a c r o s s - s e c t i o n  
o f  s i x  m e t h o d o l o g i e s : (1) sys t ems  a p p r oa c h ;  (2)  s o c i o l o g i c a l ;  (3) 
e t h i c a l ;  (41 d e d u c t i v e  method;  (5) i n d u c t i v e  method;  and (b)  p r a g ­
ma t i c  .
The i n a h i l i t v  o 1 the  a c c o u n t i n g  p r o f e s s i o n  t o  r espond  t o  now 
demands l o r  i n l o r m a t i o n  has boon d e m o ns t r a t e d  in the  c a s e  of  i t s  
i n a c t i o n  r e g a r d i n g  r e p o r t i n g  the  c o s t s  of  t he  s o c i a l  a c t i v i t i e s  ot
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t h e  e n t e r p r i s e  d e s p i t e  t he  g rowing  c l amor  f o r  t h e s e  d a t a .  One o f  
t h e  s i g n i f i c a n t  problems  u n d e r s c o r e d  in  t he  s t u d y  i s  t h a t  t h e  
a c c o u n t i n g  p r o f e s s i o n  does  n o t  l ook  a t  t h e  r e p o r t i n g  r e q u i r e m e n t s  
o f  t h e s e  s o c i a l  programs as  a p rob l em f o r  t h e  t r a d i t i o n a l  r e p o r t i n g  
model  o f  t he  a c c o u n t a n t ,  r a t h e r ,  i t  c o n s i d e r s  i t  as  a problem of  
s o c i a l  a u d i t .  However,  i t  i s  c on t ended  i n  t h i s  s t u d y  t h a t  the  
t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  models  o f  t he  a c c o u n t a n t  a r e  s t i l l  
t h e  b e s t  media t o  r e p o r t  on t he  s o c i a l  a c t i v i t i e s  o f  t he  e n t e r ­
p r i s e .
To a c c o u n t  f o r  and r e p o r t  on the  c o s t s  o f  t he  s o c i a l  
a c t i v i t i e s  o f  t he  e n t e r p r i s e ,  t he  s t u d y  p r op o s es  i n p u t  c o s t s  as  
a c o s t i n g  me thodology  f o r  t r a n s l a t i n g  i n t o  d o l l a r  t e rms  the  
r e s o u r c e s  commi t t ed by a company t o  i t s  s o c i a l  a c t i v i t i e s .  Conse­
q u e n t l y ,  a s y s t em o f  c l a s s i f y i n g  t h e s e  c o s t s  i s  o f f e r e d  f o r  
f u t u r e  r e f e r e n c e .
A d e t a i l e d  d i s c u s s i o n  was i n c l u d e d  c o n c e r n i n g  t he  a c c o u n t ­
ing c o n s i d e r a t i o n s  o f  t h e s e  c o s t s  o f  s o c i a l  p r og r a ms .  The s t u d y  
c o n c l u d es  t h a t  t h e  a c c o u n t i n g  p rob lems  i n v o l ve d  a r e  no t  as  com­
p l e x  as  t hev  a p p e a r  t o  be .  E x i s t i n g  g e n e r a l l y  a c c e p t e d  a c c o u n t ­
i ng  p r i n c i p l e s  a r e  a d e q u a t e  t o  cope w i t h  t he  a c c o u n t i n g  c o n s i d e r ­
a t i o n s  o f  t h e s e  s o c i a l  p rograms .
The r e p o r t i n g  a s p e c t s  o f  t h e  s o c i a l  a c t i v i t i e s  o f  t he  
e n t e r p r i s e  have been c o n s i d e r e d .  S p e c i f i c  d i s c l o s u r e s  have been 
fo r mu l a t e d  fo r  p o l l u t i o n  c o n t r o l  and e n v i r on me n t a l  c o n s e r v a t i o n  
p r o j e c t s  in t he  v a r i o u s  a c c o u n t i n g  r e p o r t s .  A propos ed  r e v i s i o n  
in r e g a r d  t o  t he  e a r n i n g s  p e r  s h a r e  c o m p u t a t i on  was a l s o  p r e s e n t e d .
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S i m i l a r  d i s c l o s u r e s  were o u t l i n e d  f o r  c o n t i n g e n t  l i a b i l i t i e s ,  
e x t r a o r d i n a r y  i t e m s ,  d i s c o n t i n u e d  b u s i n e s s  s eg me n t s ,  and the 
c o s t  o f  o t h e r  s o c i a l  a c t i v i t i e s  o f  t h e  company.
The p r a c t i c a l  a p p l i c a t i o n  o f  t h e  c o s t i n g  me thodology 
pr opos ed  in  t h i s  s t udy  was v e r i f i e d  i n  a f e a s i b i l i t y  s t u d y  c o n ­
d u c t e d  w i t h  t he  c o o p e r a t i o n  o f  a l a r g e  m u l t i n a t i o n a l  o i l  
company.  Two o t h e r  o b j e c t i v e s  o f  t h e  f e a s i b i l i t y  s t u d y  were 
a c c o m p l i s h e d :  (1) t he  i d e n t i i i c a t i o n  and c l a s s i t i c a t i o n  of  c o s t s  
of  s o c i a l  programs and (2) t h e  a c c o u n t i n g  t r e a t m e n t  o f  t h e s e  
c o s t s .  The a c t u a l  p r e s e n t a t i o n  o f  such  c o s t s  i n  t h e  r e p o r t i n g  
models  o f  t h e  a c c o u n t a n t  was n o t  u n d e r t a k e n  due t o  c e r t a i n  c o n s ­
t r a i n t s  e n c o u n t e r e d  i n  t h e  f e a s i b i l i t y  s t u d y .
The f e a s i b i l i t y  s t u d y  c o n c l u d es  t h a t  t h e  c o s t i n g  me tho­
do logy  i s  w o r k a b l e .  The ma jo r  drawbacks  t h a t  may be e n c o u n t e r e d ,  
a t  l e a s t  a t  t he  s t a r t ,  i s  t h e  i n a d e q u ac y ,  and more o f t e n ,  the  i n ­
e x i s t e n c e  of  a p p r o p r i a t e  r e c o r d s .  L i k e w i s e ,  the  s t u d y  c on f i r ms  
the  c o n c l u s i o n  r e a d i e d  in t he  p r e c e d i n g  c h a p t e r  t h a t  t he  a c c o u n t ­
ing t r e a t m e n t  ot  t h e s e  c o s t s  i s  n o t  as  complex a s  i t  a p p e a r s  on 
the  s u r f a c e .
F i n a l l y ,  t h e  f e a s i b i l i t y  s t u d y  recommends t h a t  a c c o u n t a n t s  
s hou l d  a c c o u n t  f o r  and r e p o r t  on t he  s o c i a l  a c t i v i t i e s  of  t he  
e n t e r p r i s e  in ttic manner o u t l i n e d  in t h e  p r e c e d i n g  c h a p t e r .  S o c i a l  
a u d i t s ,  g i ve n  t he  s t a t e  o f  t t ie a r t ,  mav not  be r e l i e d  upon for  
t h i s  pu r pos e  w i t h i n  t he  t o r e s e e a b l e  f u t u r e .
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Conelus  ion
S o c i e t y ' s  co n c e r n  f o r  t he  q u a l i t y  o f  l i f e  w i l l  c o n t i n u e ,  
p e r ha p s  hand in hand w i t h  t he  p r o d u c t i o n  o f  m a t e r i a l  t h i n g s .  Thi s  
co n c e r n  has no t  been d r a s t i c a l l y  changed even  w i t h  t h e  a dv e n t  of  
t he  ene r gy  c r i s i s .  T h e r e f o r e ,  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  w i l l  
g a i n  more a t t e n t i o n  tha n  e v e r  b e f o r e .  Ev i dence  i s  becoming w i d e ­
s p r e a d  f o r  t h e  i n s t i t u t i o n a l i z a t i o n  o f  t h e  c o n c e p t .
The s o c i a l  and economic r a t i o n a l e  deve l op e d  in  t h i s  s tudy  
t o  enhance  t he  c a s e  f o r  s o c i a l  r e s p o n s i b i l i t v  l e a v e s  no doubt  t h a t  
b u s i n e s s  canno t  i gn o r e  b e i n g  r e s p o n s i v e  t o  s o c i a l  i s s u e s .  The s t u d y  
c onc l ude s  t h a t  t he  c o n ce p t  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  i s  a 
v e h i c l e  p r o v i d e d  b\ s o c i e t y  f o r  t h e  modern c o r p o r a t i o n  t o  j u s t i f y  
i t s e l f  as  a s o c i a l  i n s t i t u t i o n  and f o r  t h e  managers  t o  v a l i d a t e  
t h e i r  s o - c a l l e d  i l l e g i t i m a t e  powers .
That  a l a r g e r  q u a n t i t y  o f  goods c a n ,  in  raanv ways ,  
enhance  t he  q u a l i t y  ot  l i f e  i s  u n d e n i a b l e .  I n  f a c t ,  t h i s  i s  t he  
b a s i c  argument  in f avor  of  g rowth .  However,  t h i s  argument  i s  
l i m i t e d  t o  t he  nar row and v i s i b l e  e f f e c t s  o i  q u a n t i t y .  I t  un­
d o u b t e d l y  o v e r l o ok s  t he  l e s s  a p p a r e n t  e f f e c t s .  For  i n s t a n c e ,  the 
c o n v e n i en c e  and t he  en j oyment  d e r i v e d  from d r i n k i n g  b e e r  in  cans 
a r e  a p p a r e n t ,  but  t he  l e s s  a p p a r e n t  c o n s i d e r a t i o n s  a r e  the  t r a s h  
and the  p o l l u t i o n  problems  r e s u l t i n g  from t he  empty c a n s ,  not  
me n t i o n i ng  t he  u n n e c e s s a r y  use o f  t he  economy' s  r e s o u r c e s  in 
m a n u f a c t u r i n g  and d i s p o s i n g  them.  T h e r e f o r e  growth f o r  i t s  own 
sake  w i l l  no l onge r  be t e n a b l e ;  n e i t h e r  w i l l  t he  "no g r owth"  p r o ­
p o s i t i o n .  Human l i f t '  needs  bo th  t he  b l e s s i n g s  of  growth and the
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a m e n i t i e s  o f  "no g r o w t h . "  The s t u d y  c o n s i d e r s  t h e s e  two p r o p o ­
s i t i o n s  as  e x t r e m e s ,  and p r op o s es  a compromise c o n c e p t ,  t he  
" b o t h - t o g e t h e r "  p r o p o s i t i o n .  Th i s  w i l l  harmonize  t h e  need f o r  
m a t e r i a l  t h i n g s  and the  need f o r  a m e n i t i e s  t h a t  enhance  t he  
q u a l i  t v  o f  l i f e .
As t he  conce r n  f o r  t he  q u a l i t y  o f  l i f e  c o n t i n u e s ,  t he  
a c c o u n t i n g  p r o f e s s i o n ,  b e i ng  a s o c i a l  i n s t i t u t i o n ,  canno t  c o n t i n u e  
the  low p r o f i l e  i t  has  p o r t r a y e d  f o r  i t s e l f  over  t he  y e a r s .  I t s  
p a s s i v e  a t t i t u d e  has t o  be improved,  i f  n o t  changed ,  i n t o  a more 
a c t i v e  r o l e  demanded from i t  by s o c i e t v .  The a c t i v e  r o l e  con­
c e i v e d  i n  t h i s  s t u d y  mav t a k e  t h r e e  s i m u l t a n e o u s  d i r e c t i o n s :
(1)  d r a s t i c  improvements  i n  i t s  t r a d i t i o n a l  ( p a s s i v e )  r o l e ;  (2) 
d i r e c t  invo l vement  in  s o c i a l  i s s u e s  bo th  as  an i n d i v i d u a l  o r  as  
g ro u p s ,  and (3)  i n f l u e n c i n g  c o r p o r a t e  b e h a v i o r  t owards  r e s p o n s i b l e  
a c t i o n .  The l a t t e r  needs  a b r i e f  e l u c i d a t i o n .  In  p u b l i c  a c c o u n t ­
i ng  p r a c t i c e ,  f o r  i n s t a n c e ,  beca use  o f  t he  a c c o u n t a n t s  g r e a t  c o n ­
c e r n  f o r  m a i n t a i n i n g  t h e i r  p o s i t i o n  o t  i n d e p e n d en t  o b s e r v e r ,  d i s ­
c u s s i o n s  c o n c e r n i n g  a p o s s i b l e  management d e c i s i o n  a r e  worded 
c a r e f u l l y  so t h a t  t h e  p r o c e e d i n g s  would no t  a p p e a r  as  t hough t he  
a c c o u n t a n t  d e c i de d  f o r  management .  A l s o ,  a p o s s i b l e  avenue  
fo r  i n f l u e n c i n g  management a c t i o n  towards  r e s p o n s i b l e  b e h a v i o r  i s  
t he  a c c o u n t a n t - c l i e n t  c o n t a c t .  But t he  prob lem i s  t h a t  the  
a c c o u n t a n t  has no L i m e  to  i n t e r a c t  wi t l i  h i s  c l i e n t  exce p t  when 
t he  l a t t e r  c a l l s  him c o n c e r n i n g  a s p e c i l i e  p roblem.
T h e  i m p r o v e m e n t s  t h a t  l i a s  t o  b e  d o n e  i n  t h e  t r a d i t i o n a l  
r o l e  o f  t h e  a c c o u n t a n t  i s  t o  r e v i e w  a n d  e v a l u a t e  t h e  t h e o r e t i c a l
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and p r a c t i c a l  f o u n d a t i o n s  o f  t h e  p r o f e s s i o n  i n  an e f f o r t  t o  remove 
t he  t e l e o l o g i c a l  c o n t r a d i c t i o n  be tween t he  g o a l s  s e t  and t he  
a c t u a l  g o a l s  pu r su e d  by t h e  a c c o u n t a n t s  as  d e m o n s t r a t e d  i n  t h i s  
s t u d y .  Th i s  r e q u i r e s  t he  f o r m u l a t i o n  o f  a s o c i a l l y - o r i e n t e d  
a c c o u n t i n g  s e r v i c e  p h i l o s o p h y  c o n s i s t e n t  w i t h  i t s  s o c i a l  r o l e .
Th i s  s t u d y  has  p r ov i d e d  a me thodology and a f ramework upon which 
a c on t empor a r y  a c c o u n t i n g  t h e o r y  may be b u i l t .  From a sys t ems  
s t a n d p o i n t ,  t h i s  f ramework i s  an open sys t em c a p a b l e  o f  r e c o g ­
n i z i n g  and r e a c t i n g  t o  changes  i n  i t s  dynamic e n v i r o nm e n t .
The major  p r o p o s a l  o f  t h i s  s t u d y ,  c o n t r a r y  t o  t he  r ecom­
menda t i on  o f  t he  1972 Commit tee on En v i r onmen t a l  E f f e c t s  o f  
O r g a n i z a t i o n  Behav i o r  o f  t he  Amer ican Accoun t i ng  A s s o c i a t i o n ,  i s  
t o  a c c o u n t  f o r  and r e p o r t  on the  s o c i a l  a c t i v i t i e s  o f  t h e  c o r p o ­
r a t e  e n t e r p r i s e  in i t s  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  mode l s .
Th i s  p r o p o s a l  i s  based on the  c o n c l u s i o n s  of  t he  p r i m a r y  o b j e c ­
t i v e  o f  t h i s  s t u dy  t h a t  (1) c o r p o r a t e  r e s o u r c e s  commi t t ed  t o  
s o c i a l  a c t i v i t i e s  can be measured in  mone ta ry  t e rms  based  on t he  
i n p u t  c o s t  methodology proposed  i n  t h i s  s t u d y ;  (2) t h e  r e s u l t i n g  
c o s t s  o t  t h e s e  s o c i a l  programs can be a c c o u n t e d  f o r  and r e p o r t e d  
on based  on e x i s t i n g  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ;
( 3 )  t h e  c o s t  a l l o c a t i o n  p r o b l e m  b e t w e e n  t h e  r e g u l a r  o p e r a t i o n  o t  
t h e  c o m p a n y  a n d  t h e  p u r s u i t  o f  t h e s e  s o c i a l  a c t i v i t i e s  i s  n o t  
n e w  f o r  t h e  a c c o u n t a n t s .  H o w e v e r ,  e x p e r i m e n t a t i o n  i s  n e e d e d  t o  
c o m e  u p  w i t h  t h e  m o s t  r e a s o n a b l e  c o s t  a l l o c a t i o n  m e t h o d o l o g y  t o  
i n s u r e  t h e  r e l i a b i l i t y  o f  t h e  a c c o u n t i n g  f i g u r e s ;  a n d  ( 4 )  t h e  
a t t e s t  f u n c t i o n  o l  t h e  a c c o u n t a n t  i s  n o t  j e o p a r d i z e d  o r  r e n d e r e d
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f u t u r e  r e s e a r c h .  I n  t he  a r e a  o f  a c c o u n t i n g ,  t h e  f o l l o w i n g  a r e  
ma jor  a r e a s  f o r  r e s e a r c h :
(1) The s h i f t  from s i n g l e  t o  m u l t i - g o a l s  o f  t he  
c o r p o r a t e  e n t e r p r i s e  i s  j u s t  b e g i n n i n g .  C o n s e q u e n t l y ,  t he  r o l e  
o f  t he  a c c o u n t i n g  p r o f e s s i o n  i n  d e f i n i n g  o r  i d e n t i f y i n g  t h e s e  
g o a l s  has t o  be e x p l o r e d  and d e f i n e d .
(2) The p roposed  f ramework f o r  t he  deve l opment  o f  a 
c on t e mpor a r y  a c c o u n t i n g  t h e o r y  s t i l l  r e q u i r e s  enormous i n v e s t i ­
g a t i o n .  The ground has j u s t  been s c r a t c h e d ,  so to  s pe a k .
(3) C o r o l l a r v  t o  t he  ma jor  p r o p o s a l  o f  t h i s  s t u d y ,
t h e  AICPA has  to  come up w i t h  a d e f i n i t i v e  o p i n i o n  on t h i s  
m a t t e r .  To do t h i s ,  r e s e a r c h  p r o j e c t s  w i t h  broad  co v e r ag e  
s i m i l a r  t o  t he  f e a s i b i l i t y  s t u d y  u n d e r t a k e n  in  t h i s  i n q u i r y  has  
t o  be u n d e r t a k e n  t o  s u b s t a n t i a t e  t h e  f i n d i n g s  o f  t h e  f e a s i b i l i t y  
s t  ud v .
(4) The p r o p o s a l  f o r  an i n d u s t r y w i d e  d i s c l o s u r e  p r o c e ­
d u r e s  in r e p o r t i n g  c o r p o r a t e  s o c i a l  a c t i v i t i e s  has c e r t a i n  m e r i t s ;  
t he  most  i mpor t an t  of  which i s  a me a n i n g f u l  compar i son  o f  t he  
s o c i a l  r e s p o n s i v e n e s s  of  each  eompanv w i t h i n  an i n d u s t r y .  Th i s  
p r o p o s a l  needs  a thorough  i n v e s t i g a t i o n ,  and ttie Amer ican I n s t i t u t e  
o f  C e r t i f i e d  P ub l i c  A ccoun t a n t s  and t he  Amer ican Accoun t i ng  As s o ­
c i a t i o n  can p r o v i d e  l e a d e r s h i p  in t h i s  r e s p e c t .
(5) Resea rc h  is  needed t o  p rove  d e e p e r  i n t o  t h e  n a t u r e  
and s cope  of  s o c i a l  a c c o u n t i n g  and s o c i a l  a u d i t i n g .
( fc>) What a r e  t he  i m p l i c a t i o n s  o f  t h e s e  c o n c e p t s  - -
s o c i a l  a c c o u n t i n g  and s o c i a l  a u d i t i n g  - -  t o  c u r r e n t  and f u t u r e
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u n n e c e s s a r i l y  d i f f i c u l t .  A d m i t t e d l y ,  t h e  a c c o u n t a n t  has  t o  
i n c r e a s e  h i s  r e l i a n c e  on t h e  o p i n i o n  o f  e x p e r t s  from o t h e r  
f i e l d s .  However,  t h i s  i s  no t  new i n  t he  a c c o u n t i n g  p r o f e s s i o n .  
For  i n s t a n c e ,  in t h e  c a s e  o f  p e n s i o n  p l a n s ,  t he  a c c o u n t a n t  
has to  r e l v  on t he  o p i n i o n  o f  t he  a c t u a r y .  Or t h e  most  common 
c a s e  i s  t he  r e l i a n c e  o f  t h e  a c c o u n t a n t  on t h e  o p i n i o n  o f  l e g a l  
c o u n s e l  as  t o  t he  e x i s t e n c e  o r  s t a t u s  o f  c o n t i n g e n t  l i a b i l i t i e s .
For  i n t e r n a l  r e p o r t i n g ,  t h e  s t u d y  c o n c l u d es  t h a t  bo th  
q u a n t i t a t i v e  and q u a l i t a t i v e  d a t a  may be p r o v i d e d  f o r  i n t e r n a l  
u s e r s .  I t  was ,  however ,  p o i n t e d  ou t  in  the  f e a s i b i l i t y  s t u d y  
t h a t  even f o r  t h e  s u b j e c t  company,  whose r e c o r d  in  s o c i a l  
r e s p o n s i v e n e s s  i s  w i d e l y  a c c l a i m e d ,  t he  immediate  c o n ce r n  i s  t o  
know how much in d o l l a r  t e r m s ,  and from an i n p u t  c o s t  s t a n d ­
p o i n t ,  s o c i a l  r e s p o n s i v e n e s s  i s  c o s t i n g  the  company.
F i n a l l y ,  t he  s t u d y  c on c l ud e s  t h a t  g i ve n  t h e  s t a t e  o f  
t h e  a r t ,  t h e  c o nc e p t  ot  s o c i a l  a u d i t i n g  may no t  be o p e r a t i o n a l  
w i t h i n  a f o r e s e e a b l e  f u t u r e .  However,  i f  such a c o n c e p t  c ou l d  
be mod e s t l y  u n d e r t a k e n ,  t he  s o c i a l  a u d i t  r e p o r t s  might  be t a k e n  
as  a s p e c i a l  r e p o r t  n e c e s s a r y  to  supplement  t he  t r a d i t i o n a l  
f i n a n c i a l  s t a t e m e n t  models  of  t he  a c c o u n t a n t .  The s t u d y  b e l i e v e s  
t h a t  t he  p r i m a r y  media for  r e p o r t i n g  t h e s e  c o r p o r a t e  s o c i a l  
a c t i v i t i e s  a r e  s t i l l  t he  t r a d i t i o n a l  r e p o r t i n g  models  ot  ttie 
a c c o u n t i n g  p ro  1 e s s i o n .
S u g g e s t i o n s  i V r  R e s e a r c h
T h i s  s t u d v  h a s  b e e n  c o n s i d e r e d  a s  a  g r o u n d  w o r k  f o r  m o r e
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accounting education?
O u t s i d e  o f  a c c o u n t i n g ,  t he  most  s i g n i f i c a n t  a r e a s  f o r  
r e s e a r c h  as  a r e s u l t  o f  t h i s  s t u d y  a r e  in (1) t he  i n s t i t u t i o n ­
a l i z a t i o n  o f  t he  c o n c e p t  o f  c o r p o r a t e  s o c i a l  r e s p o n s i b i l i t y  and 
i t s  i n t e g r a t i o n  i n t o  t he  s t r a t e g i c  p l a n n i n g  of  t he  e n t e r p r i s e  
and (2) t he  o p e r a t i o n a l  a p p l i c a t i o n  o f  t he  c r i t e r i a  f o r  s e t t i n g  
up s o c i a l  p rogram p r i o r i t i e s  d ev e l op e d  in t h i s  s t u dy .
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Note — P r o p e r t y ,  P l a n t  and Equipment  -  P o l l u t i o n  Abatement  a nd 
Env i r onmen t a l  C o n s e r v a t i o n  F a c i l i t i e s
The Company's p r o d u c t i o n ,  r e f i n i n g  and o t h e r  ma j o r  o p e r a ­
t i o n s  c o n t r i b u t e  about  ( r e l a t i v e  con t r i b u t i o n  i n  %) t o  t h e  i n d u s t r y ' s  
a i r  p o l l u t i o n  e m i s s i o n  of  (amount  i n  t o n s )  a n n u a l l y  c o n s i s t i n g  of  
(name o f  p o l l u t a n t s ) .and ( amount of  t o n s )  o f  t h e  w a t e r  p o l l u t a n t s  
d i s c h a r g e d  by t h e  i n d u s t r y  i n t o  t he  n a t i o n ' s  wa te rways  composed o f  
(name of  p o l l u t a n t s ) . The i n d u s t r y  a c c o u n t s  f o r  about  ( p e r c e n t  of  
t.Ot.al p o l l u t i o n )  and ( p e r c e n t  t o  t o t a l  p o l l u t i o n )  o f  t h e  n a t i o n ' s  
a i r  and w a t e r  p o l l u t i o n ,  r e s p e c t i v e l y .
For  t he  l a s t  (number o f  y e a r s ) ,  t h e  Company has  been 
i mp l emen t i ng  i t s  p o l l u t i o n  aba t eme n t  and e n v i r on m e n t a l  c o n s e r v a t i o n  
p o l i c y  t o  comply w i t h  ( f e d e r a l  law) and v a r i o u s  s t a t e  laws i n  t he  a r e a  
which i t  o p e r a t e s .  The i m p l e m e n t a t i o n  of  t h i s  p o l i c y  r e q u i r e s  an 
a v e r a g e  ann u a l  c a p i t a l  i n v e s t me n t  o f  ( a m o u n t ) , abou t  ( p e r c e n t )  of  t he  
Company' s  ann u a l  c a p i t a l  e x p e n d i t u r e s .  The c o s t  t o  m a i n t a i n  and 
o p e r a t e  t h e s e  f a c i l i t i e s  amount  t o  (amount ) a n n u a l l y .  The t o t a l  
i n v e s t me n t  on t h e s e  f a c i l i t i e s  a s  o f  ( a c c o u n t i n g  p e r i o d )  t o t a l e d  
( amount ) . (amoun t  f o r  p r e v i o u s  y e a r ) ,  w i t h  an a p p l i c a b l e  d e p r e c i a t i o n  
of  ( amoun t ) ,  (amount f o r  p r e v i o u s  y e a r ) .
In  o r d e r  t h a t  the  Company c ou l d  meet  t h e  1977 d e a d l i n e  f o r  
e m i s s i o n  s t a n d a r d  s e t  by t h e  Envi ronmenta l  P r o t e c t i o n  Agency,  t he  
f o l l o w i n g  c a p i t a l  o u t l a y s  and the  p r o j e c t e d  r e d u c t i o n  in p o l l u t a n t s  
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Note :  D e t a i l s  o f  p o l l u t i o n  by i n d u s t r y  may be found in
v a r i o u s  s t u d i e s  u n d e r t a k e n  by government  a g e n c i e s ,  
p a r t i c u l a r l y  t h e  En v i r o n me n t a l  P r o t e c t i o n  Agency,  
and v a r i o u s  i n t e r e s t  g r o u p s .  For example ,  i n  
t h e  1973 r e p o r t  o f  t h e  Env i r onmen t a l  P r o t e c t i o n  
Agency,  i t  was e s t i m a t e d  t h a t  r e f i n e r y  e m i s s i o n s  
o f  h y d r o c a r b o ns  f rom c a t a l y t i c  c r a c k e r s  and 
r e g e n e r a t o r s  were e s t i m a t e d  a t  158 , 000 t o n s  i n  
1973,  a t  20 p e r c e n t  c o n t r o l .  (See U.S.  Government  
P r i n t i n g  O f f i c e ,  Annual  Repor t  o f  t he  Admini s ­
t r a t o r  o f  t h e  Env i r onmen t a l  P r o t e c t i o n  Agency,
"The Cost  o f  Clean  A i r , "  1973. )
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Note — C o s t s  o f  Env i r o n me n t a l  C o n s e r v a t i o n  and Ot he r  S o c i a l  A c t i v i t i e s
The Company has  an e x t e n s i v e  e n v i r o n m e n t a l  c o n s e r v a t i o n  
programs  (See Note [ l ] )and o t h e r  s o c i a l  a c t i v i t i e s  t o  a t t a i n  i t s  
s o c i a l  g o a l s ,  and t h e  g o a l s  o f  s o c i e t y  a t  l a r g e .  Dur ing  t h e  y e a r ,  
t he  c o s t s  o f  t h e s e  s o c i a l  p rograms  a r e  a s  f o l l o w s :
To Cos t  of  To G e n e r a l ,  S e l l i n g  and
Goods  So l d  A d m i n i s t r a t i v e  Expenses
1974 1973 1974 1973
D e p r e c i a t i o n  o f  p o l l u ­
t i o n  a b a t eme n t  and 
e n v i r o n m e n t a l  c o n s e r ­
v a t i o n  f a c i l i t i e s
(Note [1 ] )  xx xx
Cost  t o  o p e r a t e  and 
m a i n t a i n  t h e s e
f a c i l i t i e s  xx xx
Res ea r c h  and d e v e l o p ­
ment c o s t s  (Note
[ 2 ] )  xx xx
C h a r i t a b l e  c o n t r i b u t i o n s  xx xx
M i n o r i t y  e n t e r p r i s e
A s s i s t a n c e  program xx xx
M i n o r i t y  p u r c h a s i n g  xx xx
A f f i r m a t i v e  a c t i o n  t o  
h i r e  m i n o r i t i e s  and 
women
S x x $xx $xx Sxx
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The m i n o r i t y  e n t e r p r i s e  program i s  u n d e r t a k e n  i n  c o n j u n c t i o n  
w i t h  t h e  m i n o r i t y  e n t e r p r i s e  sma l l  b u s i n e s s  i n v e s t m e n t  company 
(MESBIC) program l aunched  in  1969 by t h e  Depar tment  o f  Commerce.
The t o t a l  m i n o r i t y  e n t e r p r i s e s  h e l p e d  d u r i n g  t h e  y e a r  were  (number ) ,  
( number l a s t  y e a r ) , w i t h  an a g g r e g a t e  l o a n s  o f  ( amount ) , (amount 
l a s t  y e a r ) .  The number o f  m i n o r i t y  e n t e r p r i s e s  p l a n n e d  t o  be h e l p e d  
nex t  y e a r  w i l l  be i n c r e a s e d  by (number o r  p e r c e n t ) ,  w i t h  an a g g r e g a t e  
i n c r e a s e  i n  loan g r a n t s  o f  ( amoun t ) .
The company p l a n s  t o  i n c r e a s e  i t s  p u r c h a s e s  from m i n o r i t y  
s u p p l i e r s  from ( amount ) t h i s  y e a r  (amount  l a s t  y e a r ) ,  t o  ( amount ) 
nex t  y e a r .  Th i s  would i n c r e a s e  t h e  number o f  m i n o r i t y  s u p p l i e r s  
f rom (number t h i s  y e a r ) t o ( number n e x t  y e a r ) .
( p e r c e n t ) o f  t h e  company ' s  work ing  f o r c e  c o n s i s t  of  women 
and m i n o r i t i e s .  Th i s  w i l l  be i n c r e a s e d  from (number o r  p e r c e n t  
t h i s  y e a r ) t o  (number o f  p e r c e n t  n e x t  y e a r ) .
No t e s :  [ l j  r e f e r e n c e  to  t he  f o o t n o t e  in 
Appendix A
[2] r e f e r e n c e  t o  t he  f o o t n o t e  on t h e  
company ' s  p o l i c y  r e g a r d i n g  t h e  
a c c o u n t i n g  f o r  r e s e a r c h  and 
development  c o s t s .
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(Bot tom of  Income S t a t e me n t )
December '
1974
Income b e f o r e  c o s t s  o f  e n v i r o n m e n t a l  
c o n s e r v a t i o n  and o t h e r  s o c i a l
a c t i v i t i e s  $2 , 000
Cost  o f  e n v i r o n m e n t a l  c o n s e r v a t i o n  
and o t h e r  s o c i a l  a c t i v i t i e s ,  l e s s
a p p l i c a b l e  income t a x e s  300
Net  income $1 , 700
P e r  s h a r e  o f  common s t o c k  (as suming  
1 , 000  s h a r e s  o u s t a n d i n g ) :
Income b e f o r e  c o s t s  o f  e n v i r o n ­
me n t a l  c o n s e r v a t i o n  and
o t h e r  s o c i a l  a c t i v i t i e s  $ 2 . 00
Cost  of  e n v i r o n m e n t a l  c o n s e r ­
v a t i o n  and o t h e r  s o c i a l  
a c t i v i t i e s ,  l e s s  a p p l i c a b l e
income t a x e s  . 30





$ 1 . 0 0
. 10  
$ . 90
APPENDIX D 
A FRAMEWORK FOR ANALYZING THE RESOURCES 
COMMITTED TO WATER POLLUTION CONTROL
?86
287
I . Program i d e n t i f i c a t i o n  and d e f i n i t i o n  o f  c o s t  o r  r e s o u r c e  
conro i t t ed
a .  A d e t a i l e d  d e s c r i p t i o n  o f  t h e  w a t e r  p o l l u t i o n  c o n t r o l  
program,  s t a t i n g  i t s  o b j e c t i v e s ,  t h e  equipment  i n  u s e ,  
c a p a c i t y ,  s e r v i c e a b l e  l i f e ,  e t c .  The s t a t e m e n t  o f  
o b j e c t i v e s  s h a l l  s p e c i f y  wh e t h e r  o r  no t  t h e  p o l l u t i o n  
c o n t r o l  s y s t em i s  i n t e n d e d  t o  (1) c l e a n  p a s t  p o l l u t i o n ;
(2) p r e v e n t  p r e s e n t  p o l l u t i o n ;  a n d / o r  (3)  p r e v e n t  
f u t u r e  p o l l u t i o n .
Note :  The company may have a  program of  r e s t o r i n g
p a s t  p o l l u t i o n  damage t o  t h e  s u r r o u n d i n g s .
I f  s o ,  t h e  a c t i v i t y  s hou l d  be a n a l y z e d  
s e p a r a t e l y  i n  a c c o r da n c e  w i t h  t he  framework 
of  a n a l y s i s  p roposed  e a r l i e r .
b .  N a t u r e  of  r e s o u r c e  commi t t ed :
(a)  C a p i t a l  i n v e s t m e n t  in  p o l l u t i o n  c o n t r o l  
f a c i l i t i e s
(b) A d m i n i s t r a t i v e  c o s t s ,  b a s i c a l l y  t he  s a l a r y  
and b e n e f i t s  o f  p e r s o n n e l  co n n e c t e d  w i t h  t he  
f a c i l i t i e s
( c)  R e p a i r s  and ma i n t e na nc e
(d) O p e r a t i n g  c o s t s
(e)  O t h e r  c o s t s ,  i n c l u d i n g  I n s u r a n c e  premium,  
p r o p e r t y  t a x e s ,  and r e s e a r c h  c o s t s .
I I . A t t a c h i n g  mone ta ry  v a l u e  t o  r e s o u r c e s  commi t t ed  t o  t h e
i n s t a l l a t i o n  and o p e r a t ion o f  t h e  w a t e r  p o l l u t i o n  c o n t r o l
(a)  D e p r e c i a t i o n  of  t he  w a t e r  p o l l u t i o n  c o n t r o l  
equipment  based  on t h e  f i r m ' s  d e p r e c i a t i o n  
p o l i c i e s .  I f  t he  w a t e r  p o l l u t i o n  c o n t r o l  
equipment  i s  a f e a t u r e  o r  an i n t e g r a l  p a r t  
of  t he  p l a n t  m a c h i n e r i e s ,  t h e  d e p r e c i a t i o n  
s h a l l  be t h e  e x c e s s  ove r  t he  normal  d e p r e ­
c i a t i o n  c h a r ge  which would be a p p l i c a b l e  
i f  the  p l a n t  machinery  d i d  not  have t he  
p o l l u t i o n  c o n t r o l  f e a t u r e .
Note:  In t he  c a s e  o f  the  o i l  i n d u s t r y ,  t he  American
Pe t r o l eum I n s t i t u t e  has  p u b l i s h e d  g u i d e l i n e s  
f o r  d e t e r m i n i n g  t he  p o r t i o n  o f  t h e  f a c i l i t i e s  
which a r e  i n t e n d ed  f o r  p o l l u t i o n  c o n t r o l .
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(b)  The s a l a r y  and r e l a t e d  b e n e f i t s  o f  t h e  p e r s o n n e l  
h i r e d  o r  r e t a i n e d  t o  o p e r a t e  t h e  sys t em s h a l l  be 
p a r t  o f  t h e  t o t a l  c o s t  o f  o p e r a t i n g  such  s ys t em.
(c)  I f  t h e  e x i s t i n g  p e r s o n n e l  i s  u t i l i z e d  t o  look  
a f t e r  t h e  i n s t a l l a t i o n ,  t h e  s a l a r y  expens e  and 
b e n e f i t s  t o  be c h a r ge d  t o  t h i s  o p e r a t i o n  s h a l l  
be t h e  amount  o f  t ime s p e n t  m u l t i p l i e d  by t he  
a v e r a g e  h o u r l y  c ompensa t i on  r a t e  o f  such p e r s o n n e l .
(d) R e p a i r s  and m a i n t e n a n c e  c o s t  o f  t he  s y s t em 
s h a l l  be i d e n t i f i e d  t o  form p a r t  o f  t h e  c o s t  
o f  o p e r a t i n g  t h e  s y s t em.
(e)  Cos t  o f  f u e l  used  i n  t h e  s y s t em .  I f  t h e  w a t e r  
p o l l u t i o n  c o n t r o l  equipment  i s  an i n t e g r a l  p a r t  
o f  t h e  p l a n t  m a c h i n e r i e s ,  f u e l  c o s t  s h a l l  be 
t he  e x c e s s  o f  t h e  normal  ( av e r a g e )  f u e l  expe ns e s  
i n c u r r e d  i n  o p e r a t i n g  a sy s t em w i t h o u t  t h e  w a t e r  
p o l l u t i o n  c o n t r o l  equ i pmen t .  In t h e  o i l  i n d u s t r y ,  
t he  f u e l  c o s t  can be a s c e r t a i n e d  u s i n g  t h e  
Amer ican P e t r o l e u m I n s t i t u t e  g u i d e l i n e .
( f )  Premium p a i d  f o r  t h e  i n s u r a n c e  p o l i c y  p u r c h a s ed  
t o  c o ve r  t h e  w a t e r  p o l l u t i o n  c o n t r o l  s y s t em.
(g) The p r o p e r t y  t a x e s  l e v i e d  on such  f a c i l i t i e s .
(h) Resea r ch  c o s t s  i n c u r r e d  in  making s t u d i e s  r e l a t i v e  
t o  t h e  p r o j e c t .
Note:  For  a c c o u n t i n g  p u r p o s e s ,  i t  i s  p r e f e r a b l e  to
c l a s s i f y  t h e s e  c o s t s  i n t o  (1)  c o s t  t o  p r e v e n t  
p r e s e n t  p o l l u t i o n ,  and (2) c o s t  to  p r e v e n t  
f u t u r e  p o l l u t i o n .
I I I .  E v a l u a t i o n  o f  e f f e c t i v e n e s s
(a)  The p r o j e c t  s h a l l  be e v a l u a t e d  bas ed  on t h e  r e d u c t i o n  
o f  w a t e r  p o l l u t a n t s  dumped i n t o  t h e  w a t e r  a s  compared 
w i t h  t h e  g o a l s  s e t  by t h e  company o r  by r e g u l a t i o n
in  t h i s  r e s p e c t .
(b)  The a c t u a l  c o s t  o f  t h e  p r o j e c t  s h a l l  be compared wi th  
the  budge t ed  amount  f o r  t h e  p u r po s e .
(c)  P e r i o d i c  r e p o r t s  s h a l l  be r e q u i r e d  t o  a s c e r t a i n  
t h e  e f f i c i e n t  and e f f e c t i v e  o p e r a t i o n  o f  t he  
s v s t cm.
P l a n n i n g  and budge t  in;
P l an  and budge t  c o s t s  based  on:
(a )  t h e  e v a l u a t i o n  i n  I I I  above .
(b)  t h e  c u r r e n t  a n d / o r  f u t u r e  p l a n s  c o n c e r n i n g  t h e  
p r o j e c t  i n  r e l a t i o n  t o  t h e  g o a l s  and o b j e c t i v e s  
o f  t h e  company.
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I . Program Id e n t i f i c a t i o n  and r i e f I n i t i o n  o f  c o s t s  o r  r e s o u r c e 
rommi tj_ed
a .  I n v e n t o r y  of  mi no r i t y - managed  b u s i n e s s e s  b e i ng  h e l p e d ,
i n e l u d i n g  a s t a t e m e n t  a s  t o  t h e  n a t u r e  of  t he  a s s i s t a n c e
ext  e n d e d .
b.  Nat '  e of  r e s o u r c e s  commi t t ed
(a)  . ec t  c o s t s  and e x p e n s e s  i n c u r r e d  in h e l p i n g
m i n o r i t y  b u s i n e s s e s .
(b) P e r s o n n e l  t i me  s p e n t  i n  h e l p i n g  m i n o r i t y  
b u s i n e s s e s .
(c)  Share  o f  t h e  ove rhea d  o f  t he  de p a r t me n t  
upon which t h e  program i s  b e i n g  u n d e r t a k e n .
(d) Los s e s  due to  d e f a u l t  o r  b a n k r u p t c y  of  t he  
m i n o r i t y  b u s i n e s s  i f  mone ta ry  a s s i s t a n c e  
has  been e x t e n d e d .
I I . A t t a c h i n g  mone ta ry  v a l u e  t o  r e s o u r c e s  commit ted t o  h e l p i n g
moneta r y-managed e n t e r p r i s e s
(a)  S p e c i f i c  i d e n t i f i c a t i o n  o f  d i r e c t  c o s t s  and 
expe ns e s  i n c u r r e d  i n  t h e  p r o j e c t .
(b) The d o l l a r  v a l u e  o f  p e r s o n n e l  t ime s p e n t  
in  h e l p i n g  m i n o r i t y  b u s i n e s s e s  ( t i me  s pen t  
m u l t i p l i e d  by t h e  a v e r a g e  n o u r l y  compensa t i on  
r a t e  of  such  p e r s o n n e l ) .
(c)  The d e p a r t m e n t  ove r h e a d  s h a l l  be a p p o r t i o n e d  
t o  t h e  d i f f e r e n t  a c t i v i t i e s  w i t h i n  t h e  d e p a r t ­
ment on some e q u i t a b l e  and r e a s o n a b l e  b a s i s .
(d) Ac t ua l  l o s s ,  t h a t  i s ,  t h e  amount of  t h e  l oan  
or  i n ve s t me n t  l e s s  any amount r e c o v e r e d .
Note:  I f  monetary  a s s i s t a n c e  has  been ex t ended
e i t h e r  i n  t h e  form o f  l o a n s  o r  i n v e s t me n t ,  
t h e  income d e r i v e d  from such loans  o r  
i nves t men t  s h a l l  be d e d uc t e d  from t he  above 
c os t  s .
I I I .  E v a l u a t i o n  o f  e f f e c t i v e n e s s
The p r o j ec t  s h a l l  be e v a l u a t e d  in terras o f :
( a)  t h e  g o a l s  and o b j e c t i v e s  s e t  t o  be a cc ompl i s he d  
(such  as  t h e  m i n o r i t y  b u s i n e s s  h e l p e d ,  I t s  c o n t r l  
b u t t o n  t o  t h e  economic c o n d i t i o n  -<r> t h e  community 
e t c . ) ,  as  w e l l  a s  a compar i son  between t h e  amount 
budge t ed  f o r  t he  p r o j e c t  w i t h  t he  a c t u a l  c o s t  
i n c u r r e d .
(b)  t h e  s u c c e s s  o f  t he  m i n o r i t y  b u s i n e s s e s  h e l pe d  or  
b e i n g  h e l p e d .
(c)  p r o g r e s s  r e p o r t s  t o  be r e n d e r e d  by t he  o f f i c e r  
h e l p i n g  t h e  m i n o r i t y  b u s i n e s s e s .
P l a n n i n g  and b ud ge t i ng
P l a n  and budge t  c o s t s  ba s ed  on:
(a)  t he  e v a l u a t i o n  i n  111 above .
(b) c u r r e n t  a n d / o r  f u t u r e  p l a n s  f o r  t he  p r o j e c t ,  
i n  r e l a t i o n  t o  t he  g o a l s  and o b j e c t i v e s  of  t he  
company.
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NAME OF SPONSOR COMPANY
M i n or i t y  E n t e r p r i s e  Smal l  Bu s in e s s  
Inves t men t  Company
A STATUS SUMMARY REPORT
Company I n f o r ma t io n  Sheet
Name of  company
N a t u r e  of  b u s i n e s s
Purpose
Ownership
Date o r g a n i z e d
C a p i t a l i z a t i o n
Average number of  employees :
Blacks
I n d i a n s
South Amer icans  
O t h e r s
Communit y I n f ormat i o n  Sheet  
Locat  ion
Area i n  s q ua r e  m i l e s  
P o p u l a t i o n
M i n o r i t y  g roups  as  % o f  t h e  p o p u l a t i o n  
Type o f  community ( u r b a n ,  r u r a l ,  e t c . )
Economic base
(Sponsor  Company) Invo l vemen t
N a t u r e  of  p a r t i c i p a t i o n  
Major  c o - s p o n s o r ,  i f  any
E x t e n t  o f  p a r t i c i p a t i o n  ( i n c l u d e  % of  money c o n t r i b u t e d  
t o  t o t a l  c a p i t a l i z a t i o n )
F i n a n c i a l  H i g h l i g h t s
1 9 7 3
T o t a l  r evenues  
Net income a f t e r  t ax  
Div idends  pa i d  
Dividend pa i d  p e r  s h a r e
1972
T o t a l  a s s e t s  
S h a r e h o l d e r s '  e q u i t y  
T o t a l  p a y r o l l  
T o t a l  t a x e s  pa i d  
F e d e r a l
S t a t e  ( i n e l u d e s  s a l e s  and p r o p e r t y  
t a x e s )
Ge ne r a l  Comments
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Manuel A t e nd i do  T i p g os ,  t h e  son ot  Teodul o  Ti pgos  and 
I n c a r n a t i o n  At e n d i do  T i p g o s ,  was born  in Dimasal ang,  Masba te ,  
P h i l i p p i n e s ,  on August  19,  1939.  Me r e c e i v e d  h i s  e l e m e n t a r y  and 
s econda r y  e d u c a t i o n  from t h e  p u b l i c  s ch o o l s  i n  Dimasa l ang ,  
g r a d u a t i n g  from Dimasal ang  High School  as  a v a l e d i c t o r i a n  i n  
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He r e c e i v e d  h i s  b a c h e l o r s  d e g r e e  i n  b u s i n e s s ,  ma jo r  in 
a c c o u n t i n g ,  cum l a u d e , from Far  E a s t e r n  U n i v e r s i t y ,  Ma n i l a ,  
P h i l i p p i n e s ,  i n  A p r i l  1961.  He pa s s e d  t he  C e r t i f i e d  P u b l i c  
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In t he  S p r i n g  o f  1965,  he e n t e r e d  t he  MBA program a t  
Texas  Tech U n i v e r s i t y ,  Lubbock,  T e x a s ,  and r e c e i v e d  h i s  d e g r e e  
i n  J an u a r y  1966.  Dur ing t h i s  t i me ,  he worked as a g r a d u a t e  
t e a c h i n g  a s s i s t a n t  in t he  Depar tment  o f  Acc o u n t i ng .
P r i o r  t o  e n t e r i n g  t h e  MBA program a t  Texas  Tech ,  he 
worked i n  v a r i o u s  c a p a c i t i e s  i n  b u s i n e s s  and i n d u s t r y .  His  l a s t  
p o s i t i o n  was an i n t e r n a l  a u d i t o r  o f  a l a r g e  bank i n  Ma n i l a .
A f t e r  h i s  g r a d u a t i o n  from Texas  Tech ,  he j o i n e d  P r i c e  
Wat erhouse  & C o . ,  New York as a s t a f f  a c c o u n t a n t .  In  J u l y  1967,  
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ments  bo t h  i n  the  u n d e r g r a d u a t e  and g r a d u a t e  l e v e l s  a t  Far  E a s t e r n  
U n i v e r s i t y .  He l i k e w i s e  a c c e p t e d  s p e c i a l  l e c t u r e  a s s i g n me n t s  a t  
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a c t i v e  i n  t he  P h i l i p p i n e  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
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he worked as  a g r a d u a t e  t e a c h i n g  a s s i s t a n t  in t h e  Depar tment  of  
A c c o u n t i n g .  I n  A p r i l  1973,  he was awarded an A r t h u r  Andersen  & Co. 
F ou nd a t i on  d i s s e r t a t i o n  f e l l o w s h i p .  L i k e wi s e ,  i n  November 1973,  
he was s e l e c t e d  by t h e  N a t i o n a l  A f f i l i a t i o n  o f  Concerned B u s in e s s  
S t u d e n t s  (NACBS) as  one o f  the " s c h o l a r s "  o f  i t s  S c h o l a r  Program 
f o r  1973-74 t o  work w i t h  a m u l t i n a t i o n a l  o i l  company c o n c e r n i n g  
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o f  Ma n i l a ,  P h i l i p p i n e s .  He i s  c u r r e n t l y  a c a n d i d a t e  f o r  t h e  d e g r e e  
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